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E fundamental importance to American economic devel- 
opment of the settlement of the federal landed domain is 
among the axiomatic propositions of economic history. 

The recognition of this relationship of land to the economic de- 
velopment of the United States has encouraged widespread ac- 
ceptance of the more specific dictum that the opportunities pro- 
vided by the easily available western lands strongly influenced, 
if they did not actually determine, the course of development of 
the American wage-earning classes. The theory has been widely 
accepted that the western lands drew off eastern labor whenever 
eastern industrial conditions were unsatisfactory, and in this way 
western lands performed the function of a safety valve for socio- 
economic conflict. Recent debate indicates that this interpreta- 
tion remains an unproved hypothesis.' Particular importance at- 

* Notably, on the one hand, Carter Goodrich and Sol Davison, “The Wage- 
Earner in the Westward Movement,” Political Science Quarterly, L. (1935), 161-85; 
LI (1936), 61-116; and, on the other, Joseph Schafer, “Concerning the Frontier as 
Saftey Valve,” ibid., LIT (1937), 407-20. See also Joseph Schafer, “Some Facts Bear- 
ing on the Safety-Valve Theory,” Wisconsin M agasine of History, XX (1936), 216-32; 
Murray Kane, “Some Considerations of the Safety-Valve Doctrine,” Mississippi 
Valley Historical Review, XXIII (1936), 169-88, and “Some Considerations on the 
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taches to this view because the disappearance of this alleged 
safety valve, as a result of the settlement of the public domain, 
is often considered a turning-point in the industrial history of the 
United States and is occasionally used to buttress arguments fa- 
voring the adoption of economic reforms. 

The assumptions upon which the safety-valve theory rests are 
few and simple. It is assumed, in the first place, that under cer- 
tain conditions such as those of depression and unemployment, 
onerous working conditions, and unsatisfactory wages, labor 
found it desirable to take advantage of the opportunities afforded 
by the cheap western lands; in the second place, that wage labor 
could if it so wished participate with little difficulty in the ex- 
ploitation of this land; and, third, that labor acted upon this 
opportunity in significant numbers. The present study proposes 
to examine the validity of the second of these assumptions by an 
examination of the costs of farm-making as well as of the ability 
of wage labor to meet such costs. Our study is confined to the 
conditions existing in the decade 1850-6o—a decade in which 
agriculture, particularly in the northern states, under the impact 
of a spreading network of railroad communications and the rapid 
introduction of new agricultural implements, emerged entirely 
from its earlier self-sufficiency into a maturely capitalistic, profit- 
seeking, and market-focused system.” 


I 


At the outset we must appreciate that the economic aspects 
of pioneering and its relations to the larger economic life of the 
nation are not to be understood without adequate analysis of the 


Frontier Concept of Frederick Jackson Turner,” ibid., XXVII (1940), 379-400; 
Rufus S. Tucker, “The Frontier as an Outlet for Surplus Labor,” Southern Economic 
Journal, VII (1940), 158-86; Fred A. Shannon, ““The Homestead Act and the Labor 
Surplus,” American Historical Review, XLI (1936), 637-51. For a general bibliog- 
raphy on the safety-valve doctrine see E. E. Edwards, “References on the Signifi- 
cance of the Frontier in American History,” U.S. Department of Agriculture, Library, 
Bibliographical Contributions, No. 25 (1935). 

? Horatio Seymour in an address before the New York State Agricultural Society 
distinguished between the “old” self-sufficient agriculture and the “new” agricul- 
ture of the 1850’s, focused upon profits and markets (Transactions, XII [1852], 
26-30). 
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costs which the farmer and farm-maker faced. The editor of the 
New England Cultivator in 1852 succinctly indicated a factor in 
the agriculture of his period that the economic historian may not 
safely overlook: “No error is more universal than for Tyros in 
farming operations to suppose that the business of farming may 
be pursued without means and that first crops may be obtained 
from the soil without additions.”’ Farm-making in the 1850’s, 
whether carried out on the prairie or in forested areas, in the 
North or in the South, at the frontier of settlement or in well- 
settled regions, involved a variety of costs which were definite 
and inescapable. To a degree these costs might be met by the 
labor and sacrifice of the farm-maker and his family, but this 
was less possible in the fifties than it had been in the preceding 
decades. The would-be farm-maker had to acquire land and then 
prepare it for cultivation, which involved fencing and clearing or 
breaking; he had to possess draft animals and livestock, seed, 
and implements with which to conduct farming operations; he 
had to procure transportation to the West; and he had to build 
a shelter for his family and to support them through the waiting 
period until the first crops were harvested. Certain if not all of 
these were costs which had to be met with money outlays, and 
any would-be farm-maker consequently found the possession of 
some capital essential. 

The fact that capital was required as a preliminary condition 
for undertaking agriculture is reiterated continuously in the agri- 
cultural literature of the period. Condemnation of the futility of 
acquiring land without the possession of capital adequate to work 

3 New England Cultivator, I (1852), 201. 

‘“No error is more common than to suppose that the farmer does not require 
Capital” (Working Farmer, XI [1859], 148). “To be something before-handed in 
worldly goods is essential before settling upon a farm; a little ready cash, besides 
paying for land and stock of cattle is absolutely indispensable if we should farm it 
ready and have farming pleasant and successful” (Homestead, V [1860], 310). “A 
certain amount of capital is necessary and indispensable to success in farming” 
(Rural New Yorker, V [1854], 261). “The want of capital is a serious obstacle in 
the way of most young men, which induces them to go into other business in prefer- 
ence to farming. The farmer is under the necessity, about here, of possessing a few 


thousands of capital to be able to work his farm to advantage” (New England 
Farmer, TV [1852], 478; IX [1857], 148). 
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it constantly recurs.’ Though a distinction was commonly made 
between “farming” and “making farms,” the necessity for capital 
was fully recognized in either case. The sums considered neces- 
sary to carry on farming operations were surprisingly large.° Sim- 

5 “A farmer with five or ten thousand dollars is much more likely to invest the 
whole of it in acres, than in the materials to work his acres with profitably. Unused 
acres do not pay the taxes on them, and yet they would think it the straight road to 
ruin to sell an acre” (Connecticut Valley Farmer and Mechanic, II [1854], 98). “They 
almost invariably purchase or hire too much land, and thereby exhaust their re- 
sources at once, leaving nothing but their manual labor and a precarious credit to 
turn the use of this land to good account” (American A griculturist, XV [1856], 127). 
“They forget that the ownership of this very unimproved land will be sure to pre- 
vent their ever having the means to improve it. They don’t reflect that the interest 
upon the value of this unimproved land and the taxes upon it, would buy the land 
twice over at the end of ten years” (Iowa Farmer and Horticulturist, I [1853], 3). 
“‘We will suppose a man to come in possession of a farm of fifty acres of land, with 
the necessary buildings for farming purposes and one thousand dollars in cash. Now 
do I not state a fact when I say that instead of keeping the $1000 as a capital to con- 
duct the business of the farm with profit and success, seven men out of the nine 
would seek at once to buy more land, investing the $1000 in this way and perhaps 
even buying so much more land as to run in debt $1000... .” (Albany Cultivator, 
cited in Colman’s Rural World or Valley Farmer, II [1850], 254). Cf. American Agri- 
culturist, TX (1851), 256; X (1852), 92; XII (1854), 387; XV (1856), 65; American 
Farmer, XIII (new ser., 1857), 86-87; Carolina Cultivator, II (1856), 205; Colman’s 
Rural W orld, II (1850), 109; III (1851), 58; Comnecticut Valley Farmer and Mechanic, 
I (1853), 7; Genesee Farmer, XVIII (1857), 193; Homestead, I (1855), 753, 786; II 
(1858), 763; IV (1859), 138, 171; V (1860), 51, 310; Jowa Farmer and Horticulturist, 
IV (1856), 3, 130-31; Journal of Agriculture, II (1852), 361; Northern Farmer, I 
(1855), 266; Plough, Loom and Anvil, IV (1852), 723; Rural New Yorker, V (1854), 
364; Western Agriculturist, I (1852), 55; Working Farmer, VIII (1856), 220; Massa- 
chusetts Board of Agriculture, Annual Report of the Secretary, TX (1861), 107; Ohio 
Board of Agriculture, Annual Report, IV (1849), 55; U.S. Patent Office, Annual 
Report: Agriculture, (1852), p. 134; James Caird, Prairie Farming in America (1859), 
Pp. 52-54; John Gregory, Industrial Resources of Wisconsin (1855), pp. 61-62. 

* A detailed estimate of the equipment required on a farm of 100 improved acres 
in New York is presented in the JWustrated Register of Rural Affairs (1855), pp. 323- 
25 (also in Country Gentleman, V [1855], 213, cf. p. 278). The items included had 
an estimated value of $2,009.50, of which $1,010 was allocated to stock, $75 for 
seed for the first year, $400 for animal food until the first harvest, $350 for hired 
help, and $424.50 for implements. The latter item did not include seed drills, mower, 
reaper, thrasher, or horsepower, all of which could be rented. Costs of land and the 
support of the family during the first year are not included in the total. 

Another estimate for a farm of similar size in the same state provided $870 for 
stock, $437 for implements, $63 for seed, $320 for labor, and $142 for maintenance of 
animals, a total of $1,832 (quoted with approval by Edwin F. Freedley, in Practical 
Treatise on Business [1852], pp. 65-71, from a New York State Agricultural Society 
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ilarly, though the numerous writers describing the opportunities 
of the West generally addressed their observations to the “‘poor 
man,” examination of their meaning reveals that their remarks 
were clearly not directed at the impoverished; they wrote in terms 
of persons of limited or moderate means,’ and their discussions 
invariably took for granted the possession of some capital.* Large 


Premium Essay on Farm Management). For similar lists see Genesee Farmer, 
XIX (1858), 213; Rural Affairs and Cultivator Almanac (1858), p. 131; New England 
Farmer, V (1853), 568. 

The question raised as to the use of $1,000 on a 200-acre Pennsylvania farm led 
to the conclusion that such a capital was inadequate and that at least $2,000 was 
required on a farm of that size (Pennsylvania Agricultural Society, Annual Report, 
V [1850], 277). The editor of the Soil of the South in reply to the query, “‘Can I, with 
a capital of $1,000, purchase and work a small farm and make a comfortable living 
out of it... .” says: “From such an investment for farming purposes, a support, 
may be very certainly expected but not very large gains.” He suggested a very 
modest farm of 30-50 acres, a horse, a cow, a sow, and crops such as roots, fruits, 
and vegetables (Soil of the South, VI [1856], 11). 


7 Some of the phrases used in referring to those who were evidently considered 
desirable prospects included: “man of moderate means” (Rural New Yorker, VI 
[1855], 202); “man of slender means” (ibid., p. 302); “a small capital” (idid., p. 14); 
“small means” (ibid., VII [1856], 69-70); “A young man with steady, frugal, in- 
dustrious habits, with $200 or $300 (more is not objectionable)” (sbid., IX [1858], 
198); “young men, and women, too, of limited means” (ibid., V [1854], 317); “The 
immigrants are principally men of small means” (American A griculturist, XTI (1854), 
128); “limited means” (Cultivator, VIII [new ser., 1851], 355); “The good, honest, 
upright settlers . . . . who with their industry and their capital will make the natural 
prairie look like an old farm in one year’s time” (Rural New Yorker, V [1854], 286); 
“those who have only a small or moderate capital” (Genesee Farmer, XVI [1855], 
27); “A man with small means” (Fred Gerhard, Jiinois as It Is [1857], pp. 289-90, 
445). A writer who states that “the west is the refuge of the poor and those of very 
limited means” carried on his discussion in terms of $1,000 and more as the capital 
required (Ohio Cultivator, VIII [1852], 258-59). 


* “For a man to take a family there with barely money enough to defray expenses 
of the journey, it is worse than foolishness; better work here for $120 a year or even 
$100” (New Hampshire Journal of Agriculture, December 1, 1860). The writer was 
referring toMinnesota and considered $1,000 as a minimum capital for a man with a 
family. “You cannot build a house, fence and break your 160 acres, and cultivate it 
all with $2,000, and I advise you not to attempt it. But despite all I have written 
you can build a small house, fence and break 40 acres to begin with and live com- 
fortable and make a little money perhaps” (Rural Register, II [1860], 356). “It is 
questionable policy for a man who has reached middle life to cut himself loose from 
old ties and go to new places in search of fortune. But to the young man of robust 
constitution and some capital, the younger States undoubtedly afford more abun- 
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sums of capital actually did accompany immigrants to the farm- 
making frontiers.? Individuals who lacked what these writers con- 
sidered adequate funds were singled out for special attention. It 
was pointed out to them that the West offered opportunities for 
employment and savings which might eventually lead to the 
ownership of a farm. Foreign immigrants in particular were told 
that agricultural wage employment in the West provided them 


dant opportunities for the profitable use of his energy and capital, than the older 
states, and to the man of capital, they offer inducements that are exceedingly at- 
tractive” (Freedley, op. cit., p. 257). 

The secretary of the New England Emigrant Aid Company wrote: “As already 
suggested the Company advises no one, entirely destitute of means, to go out, at this early 
period; individuals who can command the requisite funds, (which indeed are but 
small,) to sustain them the first year, in other words until a crop is raised, or em- 
ployment is sure, can go in perfect safety, and unquestionably should better their 
condition by going; others may find sufficient work to supply means, but it is prema- 
ture for a very large number of such to go although thus far the supply of laborers has 
not kept pace with the demand; .. . .” (Thomas H. Webb, Information for Kanzas 
Immigrants [1855], p. 16). 

Cf. James R. Beste, The Wabash or Adventures of an English Gentleman’s Family 
in the Interior of America, I (1856), 281-83; Vol. II, chap. xi; Horace Greeley, An 
Overland Journey from New York to San Francisco in the Summer of 1859 (1860), 
pp. 67-68; Nathan Parker, Missouri Handbook (1865), p. 44; North-Western Review, 
I, No. 6 (1857), 2; Wisconsin and Iowa Farmer, VII (1855), 10-11; VIII (1856), 54. 

*“Tnasmuch as every immigrant comes provided with the means for entering 
land and defraying expenses till he can make a crop, money has been in freer circula- 
tion here than in any other part of the country” (Parker, Jowa as Jt Is in 1855 
[1855], p. 57). “From one town in New Hampshire, two hundred Mechanics have 
gone West this Spring, carrying with them at least $100,000” (Western Farm Jour- 
nal, II [1857], 221). “Every emigrant must take some three hundred dollars with 
him and thus the State is drained not only of muscle but money” (Maine Farmer, 
February 12, 1852). Another writer in similar vein states that the three hundred 
thousand men who, it was estimated, would emigrate in 1857 wouid take $20,000,000 
with them (Western Farm Journal, II [1857], 197). “The exodus from New England 
in population and wealth will be equivalent to the removal of the whole city of 
Boston, men, women and children” (Working Farmer, IX [1858], 142, citing the 
Chemung County Republican); cf. Ohio Farmer, VIII (1859), 400. 

In an address on the state of New Hampshire farming, the comment is made: 
“Thousands of our young and most energetic men, whom we were least able to spare, 
have left our borders. Nor have these gone empty handed. It were vain to attempt 
an estimate of the value of the intelligence and industry in this manner lost to us; 
but consider for a moment, the pecuniary capital thus abstracted. Many have been 
persons of wealth. Nearly all have had something. This although of uncertain 
amount, has left us and gone to swell the inventories of other states” (New Hamp- 
shire Journal of Agriculture, November 10, 1859). 
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an opportunity for learning American methods as well as for ac- 
cumulating funds. It was suggested to farmers that they could 
rent improved farm lands on shares and, after four or five years, 
proceed to purchase their own lands with their savings."® They 
might alternatively contract to improve, on a share arrangement, 
wild lands owned by someone else™ or might bid for the lease of 
state-owned lands.” In any case they could accept agricultural 
employment for wages."* Wage employment in the rapidly grow- 


© A Wisconsin correspondent of the Rural New Yorker wrote in reply to a query 
regarding the attractiveness of the terms of renting farms in the West: “Although 
he applies his inquiries only to Illinois and Iowa, they are applied by others to 
Wisconsin. The renting of farms is much more common in the Southern part of the 
State than in either of the others named. The customary terms are as follows: The 
land alone draws one-third, the renter furnishing his own team, tools, house, etc. 
Where the owner finds team, tools, house-rent, fire-wood, etc., and half the seed, he 
receives one-half in the half-bushel. This gives the man who has no capital as good a 
chance as he can ask Surely such a prospect offers strong inducements to a 
poor man; for, if he is industrious and economical, in a short time he can purchase a 
farm of his own” (VI [1855], 230). Cf. Caird, op. cit., pp. 50 and 93; Gerhard, of. cit., 
p. 404; New England Farmer, XII (1852), 258); Working Farmer, II (1850), 270; 
Farmer and Mechanic, V (new ser., 1850), 46. Tenancy in the West was by no 
means uncommon. Cf. Paul Wallace Gates, “Large Scale Farming in Illinois,” A gri- 
cultural History, VI (1932), 20-21, and the descriptions of the methods of large land- 
owners such as Jacob Strawn in Indiana and Illinois (Genesee Farmer, XX [1850], 
173-74.and 205; Illinois Farmer, 111 [1858], 213; V [1860], 117; Farmer and Mechanic, 
V [new ser., 1851], 46; Pennsylvania Farm Journal, V [1855], 292). 

Farming on shares did not entirely eliminate the need for capital as the citation 
given above indicates. Funds were required for the purchase of family provisions 
until the first crops were harvested and in many cases for the purchase of seed, im- 
plements, and animals. Credit for such items was frequently available, but interest 
rates were high. For a pessimistic description of tenancy see Ohio Cultivator, XIII 
(1857), 164-65. 

1 “Many of our citizens have wild lands that they will lease for improvements. 
A man with a family may go on such land, clear and fence it, and have the use of it 
for five years, for the labor of clearing and fencing it, and during that time make 
money enough to buy a farm of his own” (Western Agriculturist, [1851], 121). See 
also Caird, op. cit., p. 93; Gerhard, op. cit., p. 404; Parker, Jowa as It Is in 1855 
(1855), p. 67; Country Gentleman, XI (1858), 33. 

1 State-owned school lands were leased to the highest bidders in Illinois, Indiana, 
Minnesota, and Texas. Cf. G. W. Knight, “History and Management of Land 
Grants for Education in the Northwest Territory,” American Historical Association 
Papers, I, No. 3 (1895), 44-49, 64, 80-81. 

3 “Tf they have not the required capital to take a farm at once, three or four 
years will probably place him in funds to commence his career as a proprietor of the 
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ing western towns and cities was frequently pictured to eastern 
mechanics as providing excellent opportunities to share in the 
growth of the West, since labor was in demand and wages were 
high."* Even schoolteaching was suggested as a method by which 
the propertyless person might gain a foothold in the West." 
Considerable information regarding the amount of capital 
which was considered necessary to the undertaking of western 
farm-making is to be had from contemporary sources. Nathan 
Parker, an Iowa land agent and author of a series of western 


soil” (George T. Borrett, Out West: A Series of Letters from Canada and the United 
States [1866], p. 129). “Very few of the original settlers brought any property with 
them; consequently, it has been very general for a man disposed to locate himself to 
begin by working out for a season, to enable him to provision himself for the first 
year and buy a team; these are by far the most successful” (Plough, Loom and Anvil, 
IV [1852], 687-88). ‘The laboring man in Ohio can, with suitable economy in one or 
two years, save enough for a farm to support himself and family, during life and have 
a home of his own” (Western A griculturist, I [1852], 121). “Many a poor Eastern boy, 
who has gone West with but a small balance of funds in his pocket, has hired out to 
work the first year on the farm. The proceeds of this enables him to work a farm on 
shares the second and third years, and by the end of the fourth year would enable 
him to purchase a farm of his own” (“Commencing on the Prairies,” Rural Ameri- 
can, I [1856], 130). It was pointed out that the immigrant who stops in a city as a 
day laborer will always be that, but “he who hastens to the country and hires out 
upon a farm will in a few years be able to purchase and stock a farm in the west, with 
skill to work it profitably . . . .” (Colman’s Rural World or Valley Farmer, II [1850], 
274-75). Cf. Rural New Yorker, VI (1855), 126; Farmer’s Journal, III (Raleigh, 
1854), 204; James S. Ritchie, Wisconsin and Its Resources (1857), p. 168; Ernest 
Seyd, California and Its Resources (1858), pp. 146 and 156 ff.; Sidney Smith, The 
Settler's New Home (1850), pp. 43-44; Jacob Strawn commonly employed two to 
three hundred men in cultivating his farms in Indiana and Illinois (Colman’s Rural 
World or Valley Farmer, XI [1859], 145). 

™4 “T have said that Kanzas was not suited to the poor man; I only intended to 
refer to those who design to till the ground. But to the poor mechanic it offers great 
inducements. To all carpenters especially and to stone and brick masons it will give 
constant employment and high wages. The rudest beginner receives $1.50 per day; 
good workmen, as journeymen receive in regular employment from $2.00 to $3.00 
per day. Their expenses are light, the cost of living being low” (quoted in Webb, 
op. cit., p. 19; also in C. W. Dana, The Great West [1859], p. 215; and Northern 
Farmer, III [1856], 168). Cf. C. C. Andrews, Minnesota and Dacotah (1857), pp- 
130-31; Samuel Freeman, The Emigrant’s Hand Book and Guide to Wisconsin (1851), 
p. 95; Gerhard, of. cit., p. 446; Parker, Jowa as It Is in 1855 (1855), p. 190; Iowa 
Handbook for 1856 (1856), pp. 154-55; John Regan, The Emigrant’s Guide to the 
Western States of America (1852), pp. 351-52. 

*5 Gerhard, op. cit., p. 450; New Hampshire Journal of Agriculture, December 1, 
1860. 
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guidebooks, quotes with approval an estimate that a capital of 
at least $1,000 was necessary to equip an 80-acre western farm, 
exclusive of the land.** Another observer wrote with reference to 
Illinois that ‘“‘any man who wants to commence farming on the 
prairies must be possessed of means and energy, and not expect 
to make a fortune too easy. A section of land requires about 
$5,000 cash to commence profitably, while it will require all of 
the half of that sum to farm a quarter section as it should be 
done.’*? Fred Gerhard cites a number of instances of 80-acre 
Illinois farms which required investments of from $785 to $2,127 
to produce first crops."* It was asserted with reference to Texas 
that “any man with $500 can become an independent far- 
mer ... .’*® though such a capital was certainly a minimum fig- 
ure; and Frederick Law Olmsted wrote, in contrast, that “a 
labouring man, who has not one thousand dollars at command 
will probably find his account in first accumulating that sum by 
working for others.’”*° Elsewhere it was pointed out, also with 
reference to Texas, that “for success as a cattle raiser the emi- 
grant needs from six to ten thousand dollars.” The editor of the 
Country Gentleman, in reply to an inquiry, advised several young 
mechanics who possessed capitals of from $700 to $1,400 each 
against buying new lands to farm.” 


6 Parker, Jowa Handbook for 1856 (1856), pp. 158-60. 

17 American Agriculturist, XVI (1857), 252. 

18 Op. cit., pp. 292-307 and 409-12. 

J. D. B. DeBow, DeBow’s Commercial Review, X (1851), 640-41. 

*° Journey through Texas (1860), p. 460. 

** “Otherwise he must go to the extreme frontier and shift his stock from place to 
place, as settlements crowd upon him. He has to depend for protection against the 
Indians upon his rifle and revolver, and leads a life of constant danger and hardship, 
without neighbors, and debarred the necessaries and comforts enjoyed by the negro 
on one of our poorest Southern plantations” (correspondent of New York Evening 
Post, cited in New England Farmer, XII [1860], 554). Cf. Olmsted, of. cit., p. 205. 

*» “Our opinion is, that most of those accustomed to regular mechanical employ- 
ment only, with a capital of only about one thousand dollars, would find it difficult to 
buy a farm with buildings, stock it with animals, furnish wagons, carts, and imple- 
ments generally, and food until a return is made in crops. We would never advise 
such persons to buy mew lands but whether they settle west or east, to procure a 
place even if quite small already under cultivation and with at least some buildings. 

“Tt will be some time before the most skillful will receive an amount equal to éwo 
dollars a day; and we would therefore advise all mechanics, not already well versed 
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Among foreign travelers reporting on this matter, Stirling sug- 
gested to his English countrymen that £200 would secure a start 
in Iowa; more might permit settlement in Illinois or possibly in 
Ohio.” Cunynghame advised a capital of £300 for transporta- 
tion to and establishment on an 80-acre farm in the Des Moines 
valley of Iowa.*4 It was estimated by still another writer that 
$955 would buy a 200-acre farm, break and fence 60 acres, and 
build a log cabin and other small buildings.** Regan considered 
the sum of $550 an absolute minimum for an English immigrant 
designing to settle in the West.” An English traveler whose in- 
terest was specifically in American lands wrote that “an intelli- 
gent, prudent man, with five hundred pounds in his pocket, may 
rely on finding that sum sufficient to start him successfully on 
320 acres of prairie land, if he avails himself of this credit sys- 
tem,” land purchase not being provided for in this sum. He goes 
on to note that “a man with his wife and four children could not 


in the practical operations of farming, to endeavor to retain for themselves, at some 
wages, mechanical employment during the most leisure portion of the year—to 
begin in a small way, to avoid running into debt, and to feel their way before engaging 
in any considerable expenditures” (Country Gentleman, V [1855], 8). 

23 James Stirling, Letters from the Slave States (1857), pp. 19-20. 

+4 Arthur Cunynghame, Glimpse of the Great Western Republic (1851), pp. 103-6. 

28 Working Farmer, II (1850), 270. 

6 Op. cit., p. 353. “Thus for $550 or about £110 sterling, may a man make a 
promising beginning, and not for less. Those who cannot command this small capital 
must not think of commencing to operate with land, except indeed it be as renters, 
in which case a man who has been accustomed to farming may make a beginning on 
almost nothing; and even with the aforesaid capital, a man must have some in- 
genuity to carry him through the difficulties of a beginning. I have repeatedly seen 
in guide books the sum of £100 set down as sufficient to establish a man on 8o acres 
either in Illinois, Iowa or Wisconsin. This might do were the settler to begin with 
oxen and fence but a few acres at first. Mr. Newhall, who is considered no mean 
authority, says, indeed, that the cost of a house, implements, stock and eighty acres 
of land may be set down at £80! An estimate in which I am unable to concur because 
I would rather not incur the responsibility of misleading any one” (ébid., pp. 353-54)- 
The reference to Newhall is to J. B. Newhall, The British Emigrant’s Handbook and 
Guide to the Western States of America (1844), pp. 61-63. Regan also points out that 
the frequently cited estimate of Solon Robinson of $200 for prairie farm-making 
assumes that the farm-maker rents a farm for two or more years and that he pos- 
sesses in addition to his $200 capital the necessary livestock, implements, and food 
(op. cit., pp. 360-65). 
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transport himself and them from this country to Illinois and place 
himself comfortably even on a forty acre farm for less than 
TABLE 1 


EsTIMATED Costs OF FARM-MAKING: 1850-60 
(Contemporary Observers) 
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An asterisk (*) indicates that the item is included in the first preceding figure; a dagger(t) indicates 
that the item is not included in the estimate. 

* Ernest Seyd, California and Its Resources (1858), p. 141. The estimate assumes that go acres are 
fenced. Seed is included with provisions, implements with livestock, and buildings with fencing. 

> Franklin ‘orthy, Se of the Plains, Mountains and Mines (1855), pp. 195-96. The 
«‘Other’’ item includes $100 for implements. 

* John Regan, The Emigrant’s Guide to the Western States of America (1852), p. 353. ‘‘Other’’ in- 
cludes $50 for furniture and $120 for implements. 

4 Fred Gerhard, Illinois as It Is (1857), p. 204. 

© Prairie Farmer, XV (1855), 344- 

_ .fJosiah T. Marshall, The Farmer’s and Emigrant’s Hand-Book (1852), pp. 402-3. The estimate 
includes 160 acres of land at $1.25 per acre and 40 acres of timberland at $5.00 acre. ‘‘Other’’ in- 
cludes $15 for a well. The estimate applies to prairie lands in general and not to Illinois specifically. A 
very similar estimate by an English writer appears in Working Farmer, II (1850), 270. 

« Regan, op. cit., pp. 356-57. The estimate includes the purchase of 40 acres of improved land— 
fenced, broken, and inclu ng uildings; also of 5 acres of timbered land at $20 per acre. ‘‘Other’’ in- 
cludes $100 for furniture and $120 for implements. 

» Gerhard, of. cit., p. 294. 

' Country Gentleman, V (1855), 141. Provisions for a year are specified in addition. 

i Gerhard, of. cit., p. 295. 

* James Caird, Prairie Farming in America (1859), p. 91. Includes 100 acres broken, fenced, sown, 
and harvested; also buildings. ‘‘Other’’ includes horses, implements, and harness. 

! Gerhard, op. cit., p. 299. 


[Footnotes to Table I continued on p. 328] 
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£100.”7 The estimates here quoted as well as others are itemized 


in Table 1.” 


[Footnotes to Table I continued from p. 327] 
™ Caird, o hc. cit., | fo. The item of $1,250 is for tosshing, fencing, and harvesting the first crop, as 
well as for b he “‘Other’’ item is for hired labo: 
® Ibid., p. ss. bee figures in sterling. Includes nal area fenced and cultivated. 
© Connecticut Valley Farmer and Mechanic, I (1854), 153. 
» Northern Farmer, I (1854), 290-91. 
@ Nathan Parker, Jowa Handbook for 1856 (1856), pp. 159-60. 


t A. Cunynghame, Glimpse of the Great Western Republic (1831), Pp. 103-6 and 108. ‘‘Other’’ in- 
cludes $350 for passage from Great Britain to Iowa —_ $200 for miscellaneous and surplus. Imple- 
ments uded with seed. Original figures in sterli 


* Jowa Farmer and Horticulturist, V (1857), 102. 
* Rural New Yorker, V (1854), 222. Includes the breaking and cultivation of 80 acres only. 


. ye ay = N VIII the land & 26s. —— is an estimate of capital 1 for undertaking farm- 
on a shar wned by a second party with whom the produce is equally 
. Half the i. 4, seed is inclu 


’ pean Smith, The Setiler’s New Bone (1850), p. ot (citing William Ferguson). 
. af Hampshire Journal of Agriculiure, April 14, 1859. Includes $90 for transportation from New 





= DeBow’s Commercial Review, X (1851), 640-41. Includes $50 for transportation. 

¥ Southern Cultivator, XIII (1855), 125. 

* Frederick Law Olmsted, Journey through Texas (1860), p. 460. The “‘Other”’ item includes wages, 
tools, and working cattle 

a J. De pate, Texas, Her Resources and Her Public Men (1858), p. 55. The “‘Other’’ item in- 
cludes $900 for pag for yy labor and $700 interest on capital for the first year. 

bb Olmsted, of. cit., p. 205. The estimate is for a stock farm in western Texas. ey acres are as- 
sumed fenced and broken. The stock includes 200 head of cattle and 650 sheep. Olmsted gives another 
estimate involving the same total for a cotton plantation in the same area which includes 70 acres brok- 
en, $800 for livestock and implements, and $6,400 for slaves (p. 206). 

ee Working Farmer, II (1850), 270. 

4d Seyd, op. cit., p. 139. Assumes 20 acres cleared. Costs of log house included in fencing. ‘‘Other’’ 
jtem of $400 is for implements. 

*¢ Wisconsin gee VIII (1856), 4%. Specifies 50 pew broken. Includes $150 for implements. 

**Tf one’s means are m oderate, one-ha half of t that sum can ade to answer every purpose, by going to 
the newer portions of the State, and purchasing as good but cheaper land—by substituting two yoke 
of oxen for the horses and harness, and starting with three cows instead of five. . . . . 

















27 Caird, op. cit., pp. 91, 93. “I cannot, therefore, advise men who are unable to 
scrape more together than will merely pay their traveling expenses to go to Illinois. 
And far less can I advise them to go farther west. Suppose they could obtain land in 
Iowa or Minnesota, 400 miles farther away, at only half the price, the saving of 
1s. 6d. an acre in their deposit, would never compensate even the cost of travel for 
the additional distance, while every article which they require to purchase must bear 
an enhanced price from the same cause” (p. 93). 

28 All the estimates cited refer to the period 1850-60. Similar estimates are avail- 
able for earlier dates: e.g., Anon., Iiinois in 1837: A Sketch (1837), pp. 14 and 70; 
Richard Baird, View of the Valley of the Mississippi or the Emigrant’s and Traveller's 
Guide to the West (1834), pp. 231-32; W. J. A. Bradford, Notes on the Northwest 
(1846), pp. 146-47; S. H. Collins, The Emigrant’s Guide to the United States of 
America (1829), p. tor; Henry W. Ellsworth, Valley of the Upper Wabash (1838), 
pp. 49-60 and 65-68; James Hall, Statistics of the West at the Close of the Year 1836 
(1836), pp. 203-4; A. D. Jones, Jiinois and the West (1838), 140-64; P. Shirreff, A 
Tour through North America (1835). See also Theodore C. Blegen, “Ole Rynning’s 
True Account of America,” Minnesota History Bulletin, I (1917-18), 248-55 and 
260-62; William Cobbett, The Emigrant’s Guide in Ten Letters (1830), p. 46; J. 
Pickering, Inquiries of an Emigrant (1832). 
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The estimates included in Table 1 indicate clearly that sub- 
stantial amounts of capital were considered necessary to farm- 
making by contemporary observers. The conditions assumed in 
these calculations vary widely, however, and the computations 
likewise differ in their content and inclusiveness. The costs noted, 
moreover, are at variance in their requirements for liquid capital. 
Certain items could sometimes be met through the use of credit, 
others could be provided by labor or sacrifice, and money outlays 
could sometimes be avoided if the needed property were held. 
We may profitably consider in detail the individual items in the 
farm-maker’s cost prospect and the possibilities of escaping capital 
investment in each case. 


II 


Land acquisition was the basic factor in the farm-maker’s 
problem, and we may begin with an examination of the land 
market. This market was a complex one; the situation is not 
described by reference to federal lands at $1.25 per acre, despite 
the fact that the federal government was the original owner of 
most of the available lands.*® From the point of view of the farm- 
maker there were actually five major sources from which lands 
could be obtained: the federal government; the state govern- 
ments; land-grant corporations; private speculators; and private 
holders of partially improved lands. 

The principal method of land sale employed by the federal 
government was that of auction. Lands offered at auction were 
held for a minimum price of $1.25 per acre, that price applying 
also to lands sold to pre-emptors and lands sold privately after 
having failed to sell at auction. The federal government also sold 
to private individuals after 1854, at reduced, graduated prices, 
certain lands which had been on the market for various periods 
of years. Transfers of land by the federal government to individ- 
uals totaled almost 50,000,000 acres during the decade. Of this 

** The exceptions were the state-owned lands of Texas and Maine, which were 


never ceded to the federal government. These lands were on the market in the 
1850's. 
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total, 43 per cent was sold at prices below $1.25 per acre.*° Only 
24 per cent of the total land area alienated by the federal govern- 
ment during this decade was disposed of by sale, and only 13 
per cent was sold at or above the $1.25 minimum price. As im- 
portant as land sales were the federal government’s grants of 
lands to individuals. Under the military land-grant acts of 1847 
and subsequent years, the government presented, to more than 
half a million individuals, tracts of lands varying from 40 to 160 
acres each and totaling more than 57,000,000 acres.** These lands 
came on the market after the warrants granting them were made 
assignable in 1852, and an active market was conducted in them 
with prices substantially below the federal minimum.” 


3° During the calendar years 1850-59, 207,000,000 acres of federal lands were 
alienated. Of this total, 50,000,000 acres were sold; 52,000,000 acres were granted to 
individuals; 76,000,000 acres were granted to states; and 28,000,000 acres were 
granted to corporations. Of the lands sold from 1854 to 1860, 22,000,000 acres went 
at graduated prices. 

Since much attention will be paid in this study to farm-making conditions in 
Towa, it should be pointed out that Iowa was by far the most popular state in the 
Union for land purchasers. During the decade more than 12,000,000 acres were sold 
in that state, all at or above the $1.25 minimum, though much of this was purchased 
with land warrants. This acreage was about 34 per cent of the state’s area. Next 
largest sales were made in Missouri, where 7,500,000 acres were sold, and in Ala- 
bama, where 4,750,000 acres were transferred. In both these states the large sales 
were stimulated by the low prices under the graduation act. More than half the 
2,500,000 acres sold in Mississippi were sold at these lowered prices. Almost 15 per 
cent of the area of Arkansas was sold, two-thirds of it at graduated prices. Sales 
were relatively small in Louisiana and Florida. Among the northern states, aside 
from Iowa, more than 2,000,000 acres were sold in Michigan and only slightly 
smaller quantities in Illinois and Minnesota. Data compiled from United States 
Commissioner of the Land Office, Annual Reports (1850-60). 

3* Under the Military Bounty Land Grants of 1847, 1850, 1852, and 1855, 
530,479 warrants were issued involving 57,781,570 acres of land. Up to September 
30, 1860, a total of 49,584,990 acres had been located (United States Commissioner 
of the Land Office, Annual Report [1860], p. 47). 


% The warrants “could be secured from brokerage houses in New York and 
Washington in unlimited quantities,” at prices of from 50 cents to $1.15 per acre, the 
larger acreages bringing the lower prices (New York Tribune, February 5, 1852). 
Cf. ibid., March 11, 1852. Prices of warrants were frequently quoted in the New 
York Journal of Commerce. See also Hunt’s Merchants’ Magazine, XXXIX (1858), 
65; XLII (1860), 427; Rural New Yorker, III (1852), 159; IV (1853), 51; Ohio Cul- 
tivator, VIII (1852), 175; North-western Review, I, No. 3 (1857), 13; Michigan 
Farmer, XII (1854), 96; Rural Register, II (1860), 176. 
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The federal government assigned to individuals by these two 
methods—sale and grant—about 57 per cent of its total land 
transfers made during the decade. The remaining land convey- 
ances were made as grants to the states, in the form of school, 
university, internal improvement, and swampland grants, and to 
canal and railroad corporations. In making these grants the fed- 
eral government established new sources from which the farm- 
maker could purchase his land. In most cases the government ex- 
ercised no regulation as to the price or the method of disposition 
of these lands. There was no uniformity of policy on the part of 
the various states with regard to their lands, but the eventual re- 
sult was in most cases that the lands were thrown on the market 
for quick sale. Lands not thus sold were then placed open to pri- 
vate sale, often at much lower prices. The prices realized by the 
states from such sales varied greatly, ranging from as little as 
10 cents per acre to as much as $10. 

The guidebooks describing the western states and addressed to 
the prospective immigrant rarely failed to warn him that he must 
not expect to buy desirable lands at $1.25 per acre. “The immi- 
grant must not come here, as many do, expecting to find first rate 
land, with timber and water, all spread out before him, very near 
to some city or town for $1.25 an acre; it is not to be had.’’s 
Complaints that good lands were not available at government 
price to the settler were numerous; in order to obtain lands at 
$1.25 per acre, location had to be made far on the outskirts of 
settlement if not beyond, or else on poor lands in undesirable loca- 
tions where communications were difficult and markets distant. 

The enthusiasm of the authors of these guidebooks focused 
upon the “secondhand” lands—virgin lands no longer owned by 

33 Parker, Jowa as It Is in 1855 (1855), p. 68. “Strangers coming to Wisconsin 
are not to be deceived by supposing that they can get land in any part they please 
at government price” (Gregory, op. cit., p. 310). “Let me correct an erroneous idea, 
which many of our Eastern friends entertain in regard to the prices of land here at 
the West. Let no one think that good land can be procured for a trifling sum. All the 
unimproved lands in the older counties have been taken up by speculators who de- 
mand a higher price for them in proportion to their value, than that of improved 
farms” (Northern Farmer, III [1856], 171. The reference is to Wisconsin). Cf. Rural 


New Yorker, V (1854), 366; New England Farmer, VII (1855), 140; Robert Baird, 
Impressions and Experiences of the West Indies and North America (1850), p. 336. 
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state or federal government but held by railroad and canal cor- 
porations and by private speculators. Such lands were available 
in large acreages in every state in which farms were being made 
at prices two to ten times the federal minimum. These lands gen- 
erally included, wherever settlement was under way, the remain- 
ing choice, fertile, and well-located sites. It was frequently 
pointed out that the differences in prices of these lands as com- 
pared with their desirability made them better values than federal 
minimum-price lands.’ The most important of the corporation 
lands on the market during the fifties were those of the Illinois 
Central Railroad. The prices obtained for these lands ranged sub- 
stantially above those realized from government sales.*5 More 
significant were the holdings of virgin lands in the hands of pri- 
vate speculators. Of the importance of the speculator in the land 
markets of the 1850’s, particularly in the northern states, there 
can be no doubt.** In the case of Iowa, which was the most popu- 


34 The emigrant “must be especially careful not to tempt himself too far from the 
market, by a cheap bargain, and never to forget that in an inverse ratio from what it 
is at home, here the first price of the land is by no means the weightiest part of the 
investment” (Cunynghame, op. cit., p. 102). Cf. Parker, Jowa Handbook for 1856, 
p. 102; Northwestern Farmer, II (1858), 127; Rural New Yorker, VII (1856), 118; 
Genesee Farmer, XVII (1856), 116. 

38 The lands of the Illinois Central came on the market in 1854, and, by 1860, 
1,279,382 acres had been sold at an average price of $11.50 per acre on terms of up 
to six years’ credit (Paul Wallace Gates, The Illinois Central Railroad and Its 
Colonization Work [1934], pp. 159 and 260-62). The Hannibal & St. Joseph Rail 
Road placed some of its lands on the market in 1858, priced at from $5.00 to $20.00 
per acre, with nine years’ credit (Hannibal & St. Joseph Rail Road, Farms and Homes 
in Northern Missouri [1857], p. 17). Lands of the Illinois and Michigan Canal were 
sold in small quantities during the decade at prices of from $4.50 to $12.50 per acre 
(Gates, op. cit., p. 156; Hunt’s Merchants’ Magasine, XXVIII [1853], 277-70; Rural 
New Yorker, IV [1853], 170). Lands of the Des Moines Navigation Company were 
also offered (Iowa Farmer, IV [1856], 187). 

36 The federal land office asserted that speculative purchasing was relatively 
unimportant. The 1857 Annual Report estimated that three-quarters of the land 
located and sold was taken for actual settlement (Commissioner of the Land Office, 
Annual Report [1857], p. 80). The 1859 Report said, “We have the fact that our 
whole operations, sale and locations, have generally been for actual settlement and 
cultivation, and not for speculation” (ibid. [1859], p. 171). President Buchanan in 
his Annual Message in 1857 expressed a contrary opinion. “Speculation has of late 
years prevailed to a great extent in the public lands. The consequence has been that 
large portions of them have become the property of individuals and companies, and 
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lar immigrant state of the decade, the state census for 1862 re- 
ported that some 15,000,000 acres, more than half the privately 
owned lands in the state, were owned by nonresidents, and com- 
mented: “Most of these lands are doubtless held, where they are 


thus the price is greatly enhanced to those who desire to purchase for actual settle- 
ment” (Annual Message of the President [35th Cong., rst sess]., p. 31). 

The land-office claim no doubt possessed some truth as applied to the sales of land 
at graduated prices, but with regard to other sales all the evidence available confirms 
President Buchanan’s opinion. From the Des Moines Land Office came the report 
of “men entering land by wholesale, without ever going to see it, staking a quarter 
section here and another there, shrewdly guessing that genuine hard working men 
will come after and pick up the vacant lots and soon want their lots at $5 to $10 per 
acre” (Country Gentleman, IV [1854], 45). Similar conditions were reported from 
the Dubuque and Decorah offices (Jowa Farmer, III [1855], 178). In southwestern 
Michigan there remained much unoccupied land, “‘mostly owned by Eastern specu- 
lators, and held at from $3 to $5 per acre” (Farmer’s Companion and Horticultural 
Gazette, III [1854], 184). An Illinois observer wrote that “there are such shoals of 
‘land sharks’ (so-called here) or speculators that they absorb aij the best claims as 
soon as the lands are offered for sale, that a large proportion of actual settlers have 
to buy their lands of dealers, at double and many times, more than double, the usual 
cost at government price” (Genesee Farmer, XVII [1856], 116). The Janesville Free 
Press opposed the issuance of land warrants for military service on the ground that 
nine-tenths would be in the hands of speculators who got the best lands, increased 
prices, prevented men with small capitals from coming in, or placed them at the 
mercy of eastern capitalists (cited in Colman’s Rural World or Valley Farmer, V 
[1853], 177). In Minnesota, speculators were said to have located a great many land 
warrants as well as having purchased much of the best land—“a great curse to a 
new country” and a disadvantage to the actual settler (Andrews, of. cit., pp. 
129-30). Emigrants were reported returning from Kansas in 1856 because “all 
the locations on which there is timber or water are in the hands of claimants or 
speculators” (Wisconsin and Iowa Farmer, VII [1856], 186). Speculation was not 
absent in the South (Southern Cultivator, XI [1853], 276). 

Such speculation could not fail to make itself felt in the East. “In 1857, it is 
probable that upwards of eight hundred millions of dollars were invested in idle 
Western lands, and lots in proposed cities, which had been paid for to the extent of 
one-fourth, the remainder continually being paid in installments” (D. W. Mitchell, 
Ten Years in the United States [1862], p. 328). “In all parts of the East, and here in 
New York as well as elsewhere there prevails a great inclination to emigrate west- 
ward. There is also a continuous stream of money, issuing from those who remain 
behind, that goes westward to be invested in new lands. The country banks here, 
which usually hold large deposits of money belonging to the rich agricultural com- 
munity around, all complain of their deposits being completely drawn away” 
(Ohio Valley Farmer, II [1857], 74). ““We are told that a certain bank, in a certain 
dairy county in the centre of this State had on deposit, in the spring of 1856, the sum 
of $455,000, money of the farmers. Week before last its deposit account footed up 
only some $25,000, and the farmers of that county were borrowing money for their 
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located very eligibly for speculation.”’3?7 Lands held by speculators 
were usually priced at upward of $3.00 per acre. 

The fifth land market to be considered was that in improved 
lands—lands on which some breaking, some fencing and building, 
and possibly some cropping had been done. The supply of such 
lands came to a large degree from a distinct and well-defined 
type of farm-maker or speculator who carried out the prelimi- 
nary tasks of farm-making on purchased or pre-empted lands and 
who was satisfied to sell out after a few years, taking as his re- 
ward the increase in the price of the land which his labor and the 
increase in surrounding population had produced.** These special- 


spring’s operations. The deposits in the bank had been drawn down for investment 
in the far West. A portion went directly into lands to be held for a rise. The residue 
and the larger part was transmitted to be loaned at three, four, five and six percent 
a month, on real estate security and legal assurance of unlimited usury laws. We 
have also been informed that the surplus moneys of very many counties of this 
State have gone the same way as the deposited earnings of the dairy district men- 
tioned” (Albany Evening Journal, cited in Western Farm Journal, I [1856], 148; 
Maine Farmer, May 28, 1857). 

It is of interest to note that speculation was not confined to the West. There was 
during the fifties, for example, much speculation in lands around New York City. 
Cincinnati mechanics were reported as having invested in lots in villages around 
that city (American A griculturist, XII [1854], 322). Cf. American Agriculturist, XII 
(1854), 128; X (1856), 63; Jowa Farmer, V (1857), 98; Maine Farmer, April 30, 
1857; Northwestern Farmer, IV (1859), 277; Ohio Cultivator, VIII (1852), 334; 
Prairie Farmer, XIV (1854), 217; Rural New Yorker, VII (1856), 242 and 358; 
Wisconsin Farmer, VIII (1856), 487; Gates, op. cit., chap. vi; Benjamin Horace 
Hibbard, History of the Public Land Policies (1924), pp. 220-25; Addison E. Shel- 
don, Land System and Land Policies in Nebraska (“Publications of the Nebraska 
State Historical Society,” Vol. XXII [1936]}), pp. 39-46. 

37 The census reported 28,336,345 acres assessed for tax purposes of which 
4,170,496 acres were improved and 4,784,886 acres were attached to farms but 
unimproved (Census Returns of the Different Counties of the State of Iowa for the Year 
1862 [1863], pp. 61-64). With regard to these figures W. D. Wilson (Description 
of Iowa and Its Resources [1865], p. 82) says: “Of the taxable lands, it is very prob- 
able that not less than 15,000,000 acres are owned by non-residents.” And further: 
“Yet the most of them can be obtained for from $2.50 to $5.00 per acre, even in the 
older settled counties, and from five to ten miles from railroads in, or soon to be in 
operation.” Paul Wallace Gates estimated that 9,000,000 acres in Illinois were in 
the hands of speculators in 1856 (“The Disposal of the Public Domain in Illinois, 
1848-1856,” Journal of Economic and Business History, TI [1931], 321). 

38 Speaking of farms being established in the West, one observer commented: 
“Of the whole number thus commenced, the owners of about one-half remain on these 
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ists in farm-making were replaced by a more permanent popula- 
tion which itself had been, and indeed continued to be, subject 
to the similar temptation to sell—to convert the increments in 
the value of their lands into a cash profit.2° The supply of such 


new places as permanent residents. The other half consists of a nomad class, that is 
wandering, but never satisfied in any one place. They either enter Government land, 
or buy from some railroad or other company at a moderate price, commence farming 
operations by putting up a shanty and a few rods of fence, and breaking from ten to 
forty acres of land. They raise a sod crop of corn and sometimes a wheat crop and 
then a fit of restlessness takes possession of them, and thinking they are making 
money when they are able to get $5 per acre more for their land than what they gave 
for it, they sell out, and make a new purchase either in the same State or farther 
West” (American A griculturist, XV1[1857], 277). Another wrote: “They are a class 
by themselves. They never have a home for ten years in a place. They ‘settle’ as 
they call it—on the outskirts of civilization—remain a few years in clearing up and 
‘bringing to’ a patch of land. Sometimes they own it and sometimes not. As soon as 
society begins to thicken inconveniently around them, they get discontented, pull 
up stakes, and hie off to another wild, unsettled region. A better class comes in, buys 
out their investments for a trifle and settle themselves permanently on their squat- 
tings” (ibid., XV [1856], 224). Cf. American Farmer's Magazine, VIII (1858), 212; 
Indiana Farmer, IV (1854-55), 146; Plough, Loom and Anvil, VI (1854), 594; 
Prairie Farmer, XII (1852), 378; Rural New Yorker, VII (1856), 122; New York 
State Agricultural Society, Annual Report, XXI (1852), 682-83; Andrews, op. cit., 
p. 115; Smith, op. cit., p. 101. 

39 “For the last ten years there has been a vast migration to Illinois, Iowa, 
Minnesota and Nebraska. This has uniformily been the case with all the states 
where lands come to $30 or $50 per acre and is caused simply by the fact that it then 
becomes a speculation for farmers to sell out and commence new farms at govern- 
ment prices” (Journal of Commerce [New York, February 11, 1857], quoting the 
Cincinnati Gazette). The prominence of Ohioans among westward migrants was ex- 
plained thus: “Here soil is too rich and dear to retain a dense population. A poor 
man can earn enough from a three years’ lease on his neighbor’s farm to move West, 
buy a quarter or half section and set up free-holder for himself. A farmer with a few 
acres of land can sell it to his richer neighbor, go West, and purchase a large farm. 

“The temptation is too powerful to be resisted. Thus the large farms are becom- 
ing larger and the small free holds are becoming absorbed in them” (Jowa Farmer, II 
[1854], 87-88). A similar analysis is applied to emigration from Illinois: ‘““Many of 
the land owners of this region are the worthy pioneers who settled it when it belonged 
to the United States, and have since purchased it. As soon as the Nebraska bill 
passed many of them thought earnestly of emigrating thither. They saw that land 
was rising so much above $1.25 per acre, that with their limited means they should 
not be able to give each of their children 160 acres of prairie and 40 of timber as they 
always hoped to do and had for their older children. Now that this unprecedented 
drought has come upon us, many of them are determined to emigrate soon. They 
are determined to sell their farms at some price” (Prairie Farmer, XIV [1854], 346). 
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cleared and semicleared farms was contributed to by the Cali- 
fornia, Pikes Peak, and Oregon migrations.*° Such lands were 
sometimes sold as low as $3.00 per acre but were generally valued 
at from $7.00 to $10.00 and frequently higher.“ Advice to im- 
migrants regarding such lands was conflicting. Some observers 
pointed out the profitability of buying such farms which were 
ready to farm. They argued that improvements could frequently 
be purchased cheaper than they could be made and that such 
lands possessed the advantages of civilization, such as neighbors 
and schools, and were frequently located where markets were 
cheaply accessible. Others argued that such lands might be seri- 


4 “For the benefit of those preferring improved lands, I would say that the Ore- 
gon and California fevers are continually seizing our oldest pioneer settlers and often 
others, and they consider it quite a treat to be ‘bought out.’ These improved lands 
sell for $8 to $15, and sometimes $20 per acre; are not much injured by culture, and 
are very desirable spots for the exact farmer, who can bear to have his farm bounded 
by other cultivated lands instead of the open wilds; in other words, for those who can 
bear the restraints of civilization.” The reference is to Illinois (Prairie Farmer, XII 
{1852], 378). Cf. Rural New Yorker, VII (1856), 58, 122; Farmer’s Companion and 
Horticultural Gazette, III (1853), 184; Towa Farmer, I (1853), 216. 

4* In western Missouri: “Choice tracts of wild land are now selling for from $3 
to $5 per acre. Improved lands from $4 to $8. The improvements consist of log 
houses, and stables, and more or less land plowed and fenced, with now and then a 
peach orchard” (North-western Review, I, No. 7 [1857], 35, cited in Rural New York- 
er, VIII [1857], 382). In Illinois “a fair average for unimproved farms would be 
from three to eight dollars per acre, for improved farms from five to twenty-five 
dollars, depending upon the location with reference to a village and the value of the 
improvements upon them” (G. W. Hawes, Jilinois State Gazetteer and Business Direc- 
tory, 1858-1859, p. xxxiii). Prices are very commonly quoted. See Jilinois Farmer, 
II (1857), 184-85; New England Farmer, VIII (1856), 260-61; Northern Farmer, II 
(1856), 209; Ohio Cultivator, XI (1855), 170; Prairie Farmer, XIV (1854), 217, 241, 
346; Rural New Yorker, V (1854), 294; Gerhard, op. cit., pp. 401-5. 

# “This, usually, is the better way for emigrants from old farms because they 
thus procure farms where improvements are begun and some land is already pre- 
pared for crops, and it has a habitable tenement for their families, until they have 
time to prepare a better one. We believe the very best bargains, and many of the 
best locations for permanent homes are made in buying out these pioneers” (A meri- 
can Agriculturist, XV [1856], 224). “There is here a great deal of government land 
not taken up in the Northwestern counties [the reference is to Iowa], but there are 
thousands of farms for sale, now in first or second hands, from $2 to $10 an acre, that 
are cheaper in the end than to purchase government lands at $1.25. We mean by 
this, that as a man has but one lease of life, if he can command a few hundred dol- 
lars, he had better pay $5 an acre for his farm where it is already settled than $1.25 
for that where it is a desolate wilderness” (Northern Farmer, III [1856], 395). “You 
can buy an improved farm cheaper than you can buy wild land and improve it” 
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ously injured by crude and careless cultivation and might for that 
reason be unwise purchases.‘ 

The wide choice of sellers which the prospective farm-maker 
found available was paralleled by the variety of the terms of sale. 
The federal government sold its lands only for cash or federal 
land warrants. State lands, however, were frequently sold on 
credit terms,‘ and credit was usually given by the landed corpora- 
tions and by private speculators. The period over which credit 
was given was rarely long, ranging from a year or two to the six 
years offered by the Illinois Central Railroad. On the other hand, 
full title to lands might be obtained without investment in certain 
areas. The states of Maine and Arkansas offered lands to actual 
settlers, the purchase price to be paid in land script which was 
issued to these settlers as payment for labor performed in road- 
making and drainage.** Arkansas and Michigan gave outright do- 


(Iowa Farmer, I [1853], 192-93). Cf. William and Robert Chamber, The Emigrant’s 
Manual (1851), pp. 119-21; Freeman, op. cit., p. 95; Regan, of. cit., pp. 353 and 356; 
Smith, op. cit., pp. 81, 85, 105. 

There were also arguments against the purchase of “second-hand” land. “The 
emigrant who has only a small capital to start with, will naturally seek the cheapest 
method of getting a home, and among the many farms offered for sale, and the rich 
prairies inviting the farmer to labor, he will be in doubt as to what he should buy. A 
careful comparison of the cost of making the usual improvements on a western farm, 
with the cost of wild prairie, convinces us that the latter is decidedly the cheapest. 
A man who has not calculated the difference will pay $15 an acre for an improved 
farm—as it is called—when he could get the same quality of unimproved land close 
to hand for $5 an acre. A house ready to go into with his family and fields already 
enclosed are tempting baits to the weary emigrants, but a simple calculation will 
convince him that the improvements have cost him twice as much as they are worth. 
Often in their purchase the emigrant must take from one to two hundred acres of 
unimproved land with the farm, and for which he pays the full price of unimproved 
lands ... .” (North-western Review, I, No. 6 [1857], 4-5). Cf. Iinois Farmer, I 
(1856), 26; New England Farmer, VII (1855), 554; Gregory, op. cit., p. 310. 

3 Cultivator, IX (new ser., 1852), 67; Ohio Cultivator, IX (1853), 338-39; Thomas 
Mooney, Nine Years in America (1850), pp. 20-21. 

4“ Knight, op. cit., pp. 80-81. 

4s Maine: Maine State Land Office, Circular from the Land Office Descriptive of 
the Public Lands of Maine (1858), p. 4; Maine Land Agent, Annual Report (1853), 
pp. 6-7; Maine, Governor’s Annual Message (1860), pp. 10-11; Maine Board of 
Agriculture, Annual Report, IV (1859), 180; Maine Farmer, September 26, 1850; 
April 21, 1853; August 11, 1853; August 3, 1854; March 5, 1859; August 25, 1859; 
October 5, 1859. 

Arkansas: Arkansas, Report of the Swamp Land Secretary Made to the Governor for 
1859-1860 (1860); Scientific American, III (1860), 380. 
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nations of certain lands to actual settlers,“° and Texas, after 1853, 
gave homesteads to settlers upon payment of office fees and sur- 
veying costs.‘ 

An important form of land credit was the common practice of 
laying claim to federal lands beyond the area proclaimed for sale, 
such lands being put to use without investment of any kind. 
Such “squatters” or pre-emptors enjoyed the opportunity to im- 
prove their claims with the hope that they could make sufficient 
from the cultivation of the land to pay for it when it was pro- 
claimed for sale. If unfortunate in that respect, they were pro- 
tected in the value of their improvements by claim assoc ations 
which guaranteed that, should others desire their claims, they 
would receive compensation for their improvements. In any case 
the squatter could with little effort at agriculture or improvement 
hope for a speculative profit in selling desirable claims to later 
settlers.4? The squatter was not, however, the typical farm-maker. 


® American Agriculturist, XVIII (1859), 271 and 315; James M. Lewis, Arkansas 
Commissioner of Immigration and State Land: Natural Resources of the State of 
Arkansas (1869). 

47 Alden S. Lang, Financial History of the Public Lands of Texas (Baylor Univer- 
sity Bull., Vol. XXXV [1932]), pp. 46-48; Reuben McKitrick, The Public Land Sys- 
tem of Texas (University of Wisconsin Bull., “Economics and Political Science Se- 
ries,” Vol. LX [1918]), pp. 49-52. 

4 E. W. Farnham, Life in Prairie Land (1855), pp. 328-29; Mooney, op. cit., 
p. 19; Parker, Kansas and Nebraska Handbook (1857), pp. 66-68; Jacob Ferris, The 
Great West (1856), p. 319; Maine Farmer, May 26, 1853; B. O. Shambaugh, “Fron- 
tier Land Clubs or Claim Associations,” American Historical Association Reports, I 
(1901), 69-84; C. J. Ritchey, “Claim Associations and Pioneer Democracy in Early 
Minnesota,” Minnesota History, IX (1928), 89-05. 

49 Horace Greeley wrote: “I am confident there is not at this hour any kind of a 
house or other sign of improvement on one-fourth of the quarter-sections throughout 
Kansas which have been secured by preemption. The squatter who thus establishes 
a ‘claim’ sells it out, so soon as practicable, to some speculator, who follows in his 
wake, getting from $50 to $300 for that which the future bona-fide settler will be 
required to pay $250 to $1,500 for To see a man squatted on a quarter-section 
in a cabin which would make a fair hog-pen, but is unfit for a human habitation, and 
there living from hand to mouth by a little of this and a little of that, with hardly an 
acre of prairie broken (sometimes without a fence up), with no garden, no fruit-trees, 
‘no nothing’—waiting for some one to come along and buy out his Claim and let him 
move on to repeat the operation somewhere else—this is enough to give a cheerful 
man the horrors” (Am Overland Journey from New York to San Francisco (1860), 


PP. 65, 70). 
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He was rather a distinct and well-defined type who undertook a 
limited number of the operations of farm-making without possess- 
ing adequate capital. The great migrations which converted the 
wild forests and prairies into farms were not composed of squat- 
ters; that class had preceded it. The great migrations occurred 
after federal survey and proclamation of its lands. The typical 
settler came looking for fertile agricultural land, well located, 
with a little timber if it were prairie land, close to markets and 
neighbors.*° 
III 


Land was the raw material from which farms were made, but 
it was nevertheless only one of the factors involved. James Caird, 
an English observer, pointed out that the “price of land is the 
least consideration that a British emigrant need take into his cal- 
culations”**—a caution that was frequently repeated and appli- 
cable to the native farm-maker as well as to the foreign immi- 
grant." Following the purchase of the land, began a process 
which was expensive of labor, capital, and time. The initial task 
was that of preparing the soil for the seeding of the first crop. 
In the case of forested lands the timber had to be cleared away; 
in the case of prairie, the sod had to be broken and rotted. In 
each case it was possible for the farm-maker to carry out the task 
by his own labor, but the differences between the two tasks and 
also the differing character of the period in which forest-clearing 
predominated from that in which prairie-breaking was typical re- 
vealed themselves in the fact that forest-clearing was most gen- 
erally done by the farm-maker himself while prairie-breaking was 
very frequently performed by professional breakers on contract. 

The cost of clearing timbered land varied from $5.00 to $20.00 

s° The farm-making frontiers of the 1850’s were not confined to the frontier of 
settlement but were rather very broad. They included parts of Maine, Georgia, 
Florida, New York, Pennsylvania, western Virginia, besides the major belt: Michi- 
gan west into Minnesota, Indiana into Nebraska, Missouri, and Kansas, Alabama 
into western Texas. 

5 Op. cit., p. 92. 

* The comment of the Maine State Land Office directed at western lands that 


“cheapness ends with the price of land” was universally applicable (Circular from the 
Land Office Descriptive of the Public Lands of Maine (1858), p. 13). 
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and upward per acre.’ What was considered one of the cheapest 
and, frequently, also the best method of clearing forest land re- 
quired that the trees be girdled and then permitted to stand from 
four to six years, cattle being fed on the land during this period 
to keep down the underbrush. At the end of the period the timber 
would be thoroughly dried and could be easily cut and burned. 
This method was estimated to cost from $5.00 to $8.00 per acre.* 
Though crops might be sown among the dead trees, falling limbs 
and trunks were a cause of considerable damage. 

It was, of course, desirable to hasten the process; this could be 
done only at increased labor and cost and frequently involved 
delay in total area cleared and also resulted in a poorer quality 
of clearing.5* One of the most common methods of forest-clearing 
involved the cutting of timber and brush into windrows during 
the winter, after which the timber lay about two years, and then 
those parts suitable for rails were removed and the remainder 
burned. This method was estimated to cost about $10 per acre.* 
The quickest method consisted of chopping the timber in the 
spring, preferably after the trees had been girdled the previous 
fall, the logs being burned during the first dry weather; then the 
ground was harrowed and sown to some crop such as corn or po- 
tatoes, which was followed by wheat in the fall.s’7 The costs of 

83 Lands in Aroostook County, Maine, which could be purchased for 50 cents per 
acre required $15 per acre for clearing (Maine Farmer, August 3, 1854; Maine Board 
of Agriculture, Annual Report, V [1860], p. 205; New York State Agricultural So- 
ciety, Annual Report, XI [1851], 681). The cost of clearing Michigan woodlands was 
estimated at $10 per acre (E. H. Thomson, Emigrant’s Guide to the State of Michigan 
[1849], p. 11), and the cost of clearing and fencing Minnesota timbered lands was 
given as from $18 to $30 per acre (Parker, Mi ta Handbook for 1856-57 [1857], 
p. 131; cf. Parker, Missouri Handbook, p. 131; Wisconsin State Agricultural Society, 
Transactions [1851], pp. 243-46). 

54 Michigan Farmer, VIII (1850), 275; LX (1851), 70-71; Ohio Cultivator, XV 
(1859), 36 and 119; Southern Cultivator, XI (1854), 209. In the South the “almost 
universal practice” was to girdle the trees and let them stand to rot in the moist 
climate four or five years (American Agriculturist, XTX [1860], 32). 

55 Ohio Cultivator, XV (1859), 2-3. 

8 Michigan Farmer, IX (1851), 70-71; VIII (1850), 265 and 374; XIII (1855), 
365; New Jersey Farmer, III (1857), 216. 

5? Michigan Farmer, VIII (1850), 11; XII (1854), 231-32; Northern Farmer, I 
(1854), 261; Ohio Cultivator, XV (1859), 54. 








FARM COSTS AND “SAFETY VALVE”: 1850-60 341 


this method were estimated at $14 or $15 an acre, and the re- 
sults were less satisfactory than other more time-consuming meth- 
ods, since the land remained incumbered for many years with 
green stumps which continued to sprout, defying removal and 
remaining obstacles to plowing for some years longer than did 
the roots of girdled trees.5* Oak openings and brushlands were 
special problems, since they had both to be cleared and broken. 
The tough roots present in the soils of such areas made breaking 
a particularly difficult task. After the timber had been removed 
from the oak openings of Michigan, a difficult task in itself, the 
contract cost of breaking the soil, ranging from $3.50 to $5.00 
per acre, remained to be met.® Brushland was very general along 
the timbered edges of the prairies and was commonly grubbed at 
a cost of $10 to $12 per acre, although it was also sometimes 
merely plowed roughly and seeded, the shrubs, saplings, and roots 
being destroyed by burning.” 

The task of preparing the open prairie lands for cultivation was 
quite different. Once the sod was turned under, little further la- 
bor was required and immediate seeding of a crop was possible. 
A period of waiting for the sod to decay ensued, but the period 
required was measured in months and not in years. In any case 
the task was far lighter than that of clearing forested lands, but 
it was a task unfamiliar to the immigrant from the East, and it 
involved difficulties and required special tools and skills. The 
plow used was commonly a heavy, specialized, prairie-breaker, 
pulled by three to eight yoke of oxen.* The skill derived of ex- 
perience in breaking was a valuable asset, particularly since a 
poorly broken field in which part of the sod escaped uninjured 

8 Michigan Farmer, IX (1851), 70-71; VIII (1850), 275; XII (1854), 2907; Rural 
New Yorker, X (1859), 262; Marshall, op. cit., pp. 18 and 21. 

8° Michigan Farmer, 1X (1851), 71; XIII (1855), 365-66; VIII (1850), 374; 
Southern Cultivator, XI (1854), 209. 

% Michigan Farmer, VIII (1850), 26s. 

* Northwestern Farmer and Horticultural Journal, I (1857), 216; Cultivator, IX 
(new ser., 1852), 67; Prairie Farmer, XI (1851), 151. 

© Illinois Farmer, V (1860), 150; Plough, Loom and Anvil, VI (1854), 519-20; 


Parker, Jowa as It Is in 1855, p. 72; Franklin Langworthy, Scenery of the Plains, 
Mountains and Mines (1855), p. 273- 
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was a serious handicap for many subsequent years, much as a 
“bad burn” handicapped the forest-clearer.** Timing was also im- 
portant, the best period for breaking being a short one of about 
two months in the spring after the sod had sprung up and before 
it had ceased its early rapid growth. If broken earlier the grass 
was liable to reappear, while if broken after this period the sod 
would not rot well and might interfere with the production of a 
satisfactory crop the following year. It was possible to produce 
a crop of sod corn on the earliest breaking, but it was very com- 
mon for the farm-maker to spend an entire summer in breaking, 
with little or no effort made to get in a crop until wheat was sown 
in the fall or until the following spring.* 

Despite these considerations the task of breaking was within 
the abilities of the average prairie farm-maker.® Yet, and in con- 
trast to the custom in forest-clearing, the practice of contracting 
out the breaking of prairie sod to specialists for a money payment 
was a very common one. The costs of breaking the sod by con- 


6s “Tf there is anything that should be well done on a farm, it is this breaking up 
of virgin sod” (Prairie Farmer, ITI (new ser., 1859], 339). A poorly broken field might 
require to be entirely broken again and, in any case, would cause serious difficulties 
in working the soil (Rural New Yorker, X [1859], 204). 

4 This period is stated as from May 1 to June 30 in Illinois (Rural New Yorker, 
ITI [1852], 358; Prairie Farmer, III [new ser., 1859], 339; Gerhard, op. cit., p. 311); 
May 10 to July roin Wisconsin (Wisconsin Cultivator, VIII [1851], 277-78); May 15 
to July 15 in Minnesota (Northwestern Farmer and Horticultural Journal, V (1860), 
352-53); May 1 to July 15 in Kansas (Dana, op. cit., p. 214); May 1 to August 1 in 
Iowa (Genesee Farmer, XVIII [1857], 141). Cf. Marshall, op. cit., pp. 399-402. 

$s “In Kansas where we have much land to spare, the sod is generally turned 
under during the summer and allowed to decay till the next spring, and then when 
plowed over again, yields enormously” (New England Farmer, XII [1860], 250-51). 
Cf. Prairie Farmer, II (new ser., 1858), 312; Cultivator, VII (new ser., 1850), 277-78; 
Dana, op. cit., p. 214. 

 Tllinois Farmer, II (1857), 151; Prairie Farmer, XIV (1854), 361-62. 

6 “Tt is a very common practice throughout the entire western prairie country to 
get the sod broken by contract at a given price per acre, which ranges from $1.50 to 
$2.50 according to contract, according to the character of the work and the local 
influences governing the value of labor” (Cultivator, IX [new ser., 1852], 67). “Many 
thousands of acres are thus broken up” (American Agriculturist, XVI [1857], 252). 
“The cost of breaking prairie is from two to three dollars an acre; it is principally 
done by men who keep teams for the purpose and do their work by the job. A three 
horse team will break two acres per day, and a heavy ox team with a 36 inch plough 
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tract varied somewhat with the region and the character of the 
work. A commonly quoted price was $2.50 per acre, prices rang- 
ing from $1.50 to more than $5.00. The general practice of 
breaking by contract was based upon important considerations 
aside from those of skill and specialized implements suggested 
above. The whole tempo of farm-making as conducted on the 
prairies was far more rapid than had been the case earlier when 
the forest had been the farm-maker’s problem. Instead of attempt- 
ing to clear a 40-acre tract in ten or fifteen years, the prairie farm- 
maker usually thought in terms of clearing his 80 or 160 acres in 
two to four years.*® The amount of land which could be placed in 
crops was limited by no serious problems of decay but only by 
the area broken. The availability of profitable markets made it 
desirable to get as much land into crops as possible. Furthermore, 
no individual could break enough land in the short period avail- 
able each year and at the same time carry out the many other 
tasks facing him. Obviously the farm-maker with capital was 
able to get his land into production far more rapidly than the 


will break three acres per day” (Gerhard, op. cit., p. 311). Cf. Ferris, op. cit., p. 210; 
Parker, Kansas and Nebraska Handbook, p. 36; Stirling, op. cit., pp. 18-19; Genesee 
Farmer, XVII (1856), 84-85; Northwestern Farmer, I (1856), 128; Plough, Loom and 
Anvil, V (1853), 519-20. 


* Costs of breaking by contract are very frequently quoted—e.g., Illinois: 
$2.00 (Ohio Cultivator, IX [1853], 338-39); $2.50 and board (Genesee Farmer, XVII 
[1856], 84-85); $2.00-$2.50 (Northwestern Farmer, I [1856], 128); $1.50-$2.50 (Ger- 
hard, op. cit., pp. 294-300 and 412); $2.50-$3.00 (American Agriculturist, XVI 
[1857], 252). Iowa: $3.00 (Prairie Farmer, XV [1855], 159); $1.50-$2.50 (Cultivator, 
IX [new ser., 1852], 67); $2.25-$2.50 (Parker, Jowa Handbook for 1855, pp. 67, 72). 
Kansas: $3.00 (Maine Farmer, September 2, 1858); $3.50-$5.00 (New England 
Farmer, XII [1860], 89); $2.50-$4.00 (Parker, Kansas and Nebraska Handbook, 
P. 36); $3.00 (Dana, op. cit., p. 214). Minnesota: $8.00-$12.00 (Rodney C. Loehr, 
Minnesota Farmer's Diaries [1939], p. 15); $4.50-7.00 (Parker, Minnesota Handbook, 
P. 131). Missouri: $2.50-$3.00 (North-western Review, I, No. 7 [1857], 35). Wiscon- 
sin: $1.75-$2.00 (Cultivater, VII [new ser., 1850], 277-78); $3.00 (Wisconsin State 
Agricultural Society, Transactions, I [1851], 243-46). 

* “The first summer is usually spent in breaking, the fall in building, and the 
winter in getting out fence In subsequent years, the proceedings are much the 
same as in older countries, except that in many cases the fence is incomplete the 
second year.” The reference is to Minnesota (Plough, Loom and Anvil, IV [1852], 
687-88). Cf. Parker, Jowa as Jt Is in 1855, pp. 73 and 80. 
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settler who was forced to do his own breaking. No one could 
afford to forgo breaking services if they were within his means, 
particularly as the possibility existed that the first crop would 
return the entire investment.”° 

Fencing was, next to breaking, the most important farm-mak- 
ing task and was an essential part of the first farm-making opera- 
tions.” The wild, uncultivated lands were the free range of live- 
stock which were always a threat to growing crops. No farmer 
could afford the risk of even a partial loss of crops from the depre- 
dations of such animals. Adequate fences were required under 
the laws of most of the states in case reimbursement was to be 
sought for damages inflicted by animals belonging to another. 
In very sparsely settled areas broken fields were sometimes seeded 
before they could be fenced.” This practice was recognized as 
bad management, and numerous reports occur of crops lost for 
this reason.’? Though it was possible to postpone until farm prof- 

7° Ohio Cultivator, TX (1853), 338439; Northern Farmer, I (1854), 290-91; Plough, 
Loom and Anvil, VI (1854), 519-20; Prairie Farmer, XV (1855), 344; Working 
Farmer, VIII (1856), 35; Gerhard, op. cit., pp. 293-307 and 412. 

7 “Tn order to farm successfully, even on the fertile prairies of the ‘Great West’ 
the first consideration, after all, is to be able to fence . . . .”” (Prairie Farmer, XIV 
[1856], 146). “Our fence is the heaviest matter we have to attend to, but one that 
cannot be neglected” (Colman’s Rural World and Valley Farmer, II [1850], 74). In 
Minnesota “the first winter is usually spent in getting out rails and fencing stuff to 
enclose the ground he purposes to cultivate the next season” (American A griculturist, 
XII [1854], 128). Cf. Cultivator, VII (new ser., 1854), 277-78; Carolina Cultivator, I 
(1856), 163-64; Farmer’s Journal, III (Raleigh, N.C., 1854), 204; Genesee Farmer, 
XVII (1856), 84-85; Plough, Loom and Anvil, IV (1852), 687-88; Rural American, I 
(1856), 130; Michigan Farmer, XIV (1856), 68-69; U.S. Economist, II (1853), 2; 
Tippecanoe Farmer, I (1854-55), 6; Loehr, op. cit., p. 15. 

7 “A large proportion of the prairie farms are cultivated without a fence to pro- 
tect the first year’s crops” (Rural American, I [1856], 130). “It is several years, 
usually, before the whole farm gets enclosed” (American A griculturist, XII [1854], 
128). “But few farms are well fenced” (Plough, Loom and Anvil, VI [1854], 328-29). 
Cf. American Agriculturist, XV (1856), 74; Michigan Farmer, XIV (1856), 68-69; 
New Hampshire Journal of Agriculture, October 20, 1860, referring to Illinois; Plough, 
Loom and Anvil, IV (1854), 687-88; VIII (1858), 212; Rural New Yorker, VIII 
(1857), 269, referring to Illinois; Rural Register, II (1860), 356; Beste, op. cit., I, 165; 
Caird, op. cit., p. 50; Regan, op. cit., p. 340. 

13 Prairie Farmer, XI (1851), 164; Carolina Cultivator, I (1855), 226; Country 
Gentleman, VI (1855), 368; Colman’s Rural World or Valley Farmer, II (1850), 125; 
U.S. Patent Office, Report: Agriculture (1851), p. 390. 
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its provided the capital all or part of the investment in fencing 
by vigilance in turning cattle away from cultivated fields or by 
local agreement to inclose the animals,’* common practice seems 
to have regarded fencing as the earliest task of the farm-maker, 
equal in importance with breaking, and to be completed at the 
first opportunity. The fact that the area under fence in Iowa in 
1862 exceeded the area under cultivation is evidence of the im- 
portance attached to fencing in the farm-making process.’s 
Throughout the nation, and not only in the farm-making regions, 
fencing was looked upon as a serious problem and a heavy finan- 
cial burden, and a solution was eagerly sought in hedging and in 
wire-fencing.” It was pointed out that “fences are to a prairie 
farm one-third its value.”’”’ It was certainly a rare farm-maker 
who had not to invest more capital—or its equivalent in labor in 
the case of forested areas—in his fence than in land.”* Where 
timber was to be had for the taking, the Virginia rail fence was 
the easiest and cheapest to build. The labor cost involved was 
estimated at from 35 to 70 cents a rod, which meant that the 320 
rods required to fence a 4o-acre field involved a cost of from $112 


™ Prairie Farmer, XII (1852), 199-200. 

7s According to the census, the area under cultivation was 4,170,496 acres, that 
under fence 4,784,886 acres, and that attached to farms but unimproved 4,135,613 
acres (Wilson, op. cit., p. 82). 

7 Few subjects received more attention in the agricultural press than did that of 
fencing; scarcely a number of any of the journals failed to discuss the costs of fencing 
or the desirability of securing some substitute for the wood fence. See Rural New 
Yorker, VI (1855), 221 ff.; Indiana Farmer, V (1856), 344 and 361-62. 

™ American Agriculturist, XVI (1852), 278; American Institute of the City of 
New York, Reports (1859-60), pp. 151-53. 

7 It was estimated that the amount expended in building fencing in the largely 
forested state of Wisconsin exceeded the original cost of all the enclosed land in the 
State (Prairie Farmer, XIV [1854], 324). The costs of fencing were particularly 
heavy in Texas and California. In Texas, “the expense of fencing a farm is two or 
three times greater than the first cost of the farm itself” (Plough, Loom and Anvil 
VII [1855], 417). Langworthy thought that it would cost $1,400 to fence a 40-acre 
field in California (op. cit., p. 195). Other estimates place the cost of fencing in 
California at from $300 to $600 per mile (J. S. Hittel, Resources of California [1863], 
P. 165; Rural New Yorker, TX [1858], 110). The costs of the fences were said to 
exceed the selling value of many New England farms (American Farmer, I (new ser., 
1861], 52). Cf. Freedley, op. cit., p. 74. 
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to twice that sum. A 16o-acre field requires 640 rods of fence, and 
thus its cost of fencing was twice that of the 4o-acre area. In 
any case the costs were heavy. Where timber was scarce as on 
the prairies, liquid capital was necessary with which to purchase 
local or imported timber or a near-by woodland.’® Since economy 
of timber was required under such conditions, the post and rail 
fence was standard in these areas. Its cost was, however, substan- 
tially higher than that of the Virginia rail fence—from $1.00 a 
rod up, depending upon the value of lumber. A fence around a 
4o-acre field cost at least $320; a farm of 160 acres broken into 
four fields required an investment considerably in excess of $1,000 


for fences alone.*®° 
IV 


Clearing and fencing prepared the soil for the farming opera- 
tions which were to follow. Capital was again required for imple- 
ments, seed, and livestock. It was no doubt possible for a farm- 


79 Large areas in Illinois were reported fenced with timber from northern Wis- 
consin and Minnesota (Indiana State Board of Agriculture, Annual Report (1854- 
55], p. 231). One of the benefits expected of the building of the Illinois Central Rail- 
road was that it would furnish the prairies with cheap lumber (Ferris, op. cit., 
P. 209). 

8° The editor of the Indiana Farmer wrote with reference to his state: “The man 
who owns a farm of 80 acres and has two-thirds of it enclosed, and divided into fields 
of convenient size, has about 1200 rods of fencing. This at a fair estimate is worth 
about 75 cents per rod, making a total of $900 as the prime cost of his fences, which 
is equal to nearly $17.00 per acre for all the land enclosed” (Indiana Farmer, V 
[t856], 344). Each 120 acres in farms in Wisconsin was estimated to represent an 
investment of $1,000 for fencing (Wisconsin Farmer and Northwestern Cultivator, IX 
[1857], 116). Estimates for 40-acre fields fenced with post and board are given as 
$506 by Gerhard for Illinois (op. cit., p. 212); and as high as $620 for Minnesota 
(Western Journal and Civilian, III [1850], 339). Cf. American Agriculturist, XVIII 
(1859), 175; Colman’s Rural World or Valley Farmer, I (1849), 31; Prairie Farmer, 
IV (1854), 67; Gerhard, op. cit., pp. 294-99 and 412; Dana, op. cit., p. 217. 

These cost estimates compare closely with those of the older states. The cost of 
fencing was estimated to average $250 per mile throughout Ohio (Ohio Board of 
Agriculture, Annual Report, X [1855], 18 and 275; [X [1854], 192). The average 
costs of fencing per farm in Maine, Pennsylvania, and Massachusetts where the 
average farm included less than 100 acres was estimated at $700, and in New York 
and New Jersey at $900 (American Institute, Transactions [1851], pp. 186-87). Cf. 
Massachusetts Board of Agriculture, Annual Report, IX (1861), 89-90; Pennsyl- 
vania Farm Journal, II (1852-53), 359; Solon Robinson, Facts for Farmers (1856), 
p. 861. 
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maker to be possessed of no implements other than a cheap shovel 
plow, hoe, scythe, spade, harness, and wagon, but such a list repre- 
sented an investment of perhaps $100. In the South the invest- 
ment in implements per worker was much smaller, but this list 
of implements was very inadequate for the West. There the plows 
used could not be confined to a single type of cast iron but were 
of numerous varieties and made preferably of the more expensive 
steel.** If corn was cultivated in Iowa in the fifties it was generally 
done with the horse-drawn cultivator and not with the hoe. The 
use of the seed drill was beginning to be considered desirable, 
though its use in the fifties was largely confined to the regions 
east of the Mississippi.” It was the wheat crop which called for 
the heaviest investment in agricultural implements. The tasks 
of reaping and harvesting far exceeded the capacity of the western 
labor supply, and the purchase or hire of both machines was es- 
sential to maximize returns from the land.*? Though thrashing 


8: Of the plows recommended by the Valley Farmer, as good for the West, the 
Peoria and Moline Steel plows varied in price according to size from $8.00 to $28.00. 
In contrast, the Phoenix, Jewett, and Eagle plows which were cast iron varied in 
price from $3.00 to $20.00 with the more common sizes priced at about $6.00 to 
$7.50 (Colman’s Rural World or Valley Farmer, IV [1854], 266; Ohio State Board of 
Agriculture, Annual Report, X [1855], 528-29). The steel plow was standard in the 
West by the middle of the decade, though its relatively high cost prevented it from 
entirely displacing the cast-iron implement (Gerhard, of. cit., p. 317). The Deere 
plow works at Moline produced 1,600 plows in 1850 and ten years later had reached 
an annual output of 10,000 (Robert L. Ardrey, American Agricultural Implements 
[1894], p. 176). 

’ ® Broadcast sowing of wheat remained the most common method throughout Io- 
wa during the decade (Iowa State Agricultural Society, Annual Report, VI [1859], 
323-24, 376, 378, 402; VII [1860], 390 and 433). Drills seem to have been introduced 
first in 1851 in Lee County (United States Patent Office, Annual Reports: Agricul- 
ture [1851], p. 450), but the editor of the Jowa Farmer knew of only one in Burlington 
County up to 1853 (Jowa Farmer, I [1853], 4). By 1857 both Pennock’s and Moore’s 
drills were being manufactured in the state (ibid., V [1855], 44 and 125), and their 
use was spreading (United States Patent Office, Annual Report: Agriculture [1857], 
PP. 195, 229, 236, 243, 257, 331, 359; ibid., IV [1856], 88). Drills were in use in 
Missouri in 1853, and their manufacture was begun in St. Louis in the following 
year (United States Patent Office, Annual Report: Agriculture [1853], p. 136; Valley 
Farmer, (X [1857], 121 and 147; VIII [1856], ror). In 1865 they remained, however, 
little known (Missouri State Board of Agriculture, Annual Report [1865], p. ror). 

% “All grain is here cut by machine. Cradles are out of the question 
grain be too badly lodged to be so gathered, it is quietly left alone.” And, “You 
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was commonly done on contract, the reaper was usually pur- 
chased; and though it was possible to buy 1oo acres of land at 
government price for approximately the price of a mower or 
reaper, the land had little but speculative value without the ma- 
chine to make possible its profitable cultivation. 

The reaper and drill were not essential implements to the farm- 
maker, though the advantages to be obtained from their use were 
so great as to require their acquisition at the earliest opportunity. 
Excluding these instruments, the common 100-acre wheat-corn 
farm required an investment of at least $100 in implements and 
tools. An estimate for a 100-acre Wisconsin farm allocated $150 
for plow, drag, cultivator, and small tools to start with.** The 
new machines, however, were frequently considered indispensa- 
ble.*s Parker gives a breaking plow, a common plow, a reaper, 
and a thrasher as a very minimum of implements, representing 
an investment of at least $375, without mentioning small tools, 
cultivators, harrows, rollers, or drills.** A 160-acre farm in Illi- 
nois was estimated to require among other equipment a breaking 


observe that this work done by machinery is not very much cheaper than it could be 


done by hand—but the great question is—where are the hands to come from?” 
The reference is to Illinois (Iowa Farmer, V [1857], 139). ““We must purchase or hire 
a reaper; if we purchase one of McCormick’s the price is $130.00 cost and freight; if 
we hire the price is from fifty to seventy-five cents per acre which is about half the 
cost of harvesting. In thrashing we must do the same way—purchase or hire, which 
will cost five cents per bushel for wheat, and three for oats” (United States Patent 
Office, Annual Report: Agriculture [1852], p. 396). 


84 Wisconsin Farmer and Northwestern Cultivator, VIII (1856), 440-41. Marshall 
(op. cit., p. 16), suggests $254 as necessary on timbered land. 


8s The rate of adoption of the reaper during the fifties would seem to indicate that 
it was. In 1849 there were 2,800 McCormick’s, 180 Easterley headers, and “‘say 100” 
of all other machines combined in the hands of users, mostly located in the East 
(Prairie Farmer, cited in Genesee Farmer, X [1849], 255). McCormick estimated 
that 73,000 reapers were in operation in the West (west of the Alleghanies) by 1859 
(Country Gentleman, XIII [1859], 259-60, cited by Leo Rogin, The Introduction of 
Farm Machinery in Its Relation to the Productivity of Labor in Agriculture during 
the Nineteenth Century (“University of California Publications in Economics,” Vol. 
IX (1931)], p. 78); and Flint considered that the two-horse reapers in operation by 
186: performed the work of a million men (Charles L. Flint, “A Hundred Year’s 
Progress,” U.S. Department of Agriculture, Report [1872], p. 286). 


% Parker, Jowa Handbook for 1856, pp. 159-60. 
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plow, two common plows, two cultivators, harness for four 
horses, a reaper, and a thrashing machine, which would require 
more than $700.*’ Certainly a minimum of $100 had to be set 
aside for implements. The value of the implements of the farms 
of the western states as revealed by the census of 1860 averaged 
$156 per each roo acres in farms, compared with a national aver- 
age of $150 and an average for the farms of New England of 
$134.8 

Since the possessors of capital invested much more readily in 
lands than in animals, livestock was relatively scarce on the farm- 
making frontiers, though the desirability of animals to take ad- 
vantage of the pasturage freely afforded on the prairies was well 
recognized.*® Draft animals were, nevertheless, essential in farm- 
ing operations, and hogs were indispensable as a source of food as 
well as providing a marketable crop which matured quickly and 
required little capital. The draft animals might be a team of 
horses, themselves as expensive as a quarter-section of govern- 
ment land; less likely a yoke of cheaper oxen.*° A minimum in- 
vestment in draft animals, a few hogs, and some poultry involved 


from $150 to $200. A well-stocked farm included a small herd 


87 Rural American, I (1856), 114. 

88 Fighth Census of the United States, 1860: Agriculture, p.x. The southern states 
averaged $148 per each 100 acres in farms; the middle states, $207. 

89 It was for lack of capital and not because of greater profits that wheat-farming 
was typical of farm-making areas in the North. “Today the production of grain for 
export is the most precarious and worst paid direction which the farmer of Illinois or 
Towa can give to his labor. The same amount of effort devoted to the production of 
Horses, Cattle, Hogs or Sheep, will pay twice as well. But the poor cannot await 
slow returns and the labor invested in growing Spring wheat or planting Corn can be 
turned into Cash in the course of six months, while the stock grower must wait three 
or four years for his reward; so Grain will be grown and shipped, at least until the 
farmers of the Northwest shall be less generally harrassed by debt” (Working 
Farmer, XI [1859], 39). Cf. American Agriculturist, X (1852), 117; Iowa Farmer, I 
(1853), 254; Prairie Farmer, X (1850), 299; Rural New Yorker, II (1851), 403; 
Wisconsin and Iowa Farmer, II (1850), 254; Wisconsin and Iowa Farmer and North- 
western Cultivator, IV (1852), 58-509. 

%° Farm horses were valued at from $100 to $150 each in the northern farm-mak- 
ing regions; oxen at $80 to $100 per yoke; mules $100-$200 (Parker, Kansas and 
Nebraska Handbook, p. 36). 

* In Minnesota, an investment of $315 was suggested to include a yoke of oxen, 
two cows, one horse, swine, and young stock (New Hampshire Journal of Agriculture, 
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of cattle which might well increase the investment required to, 
or above, $500.% Sheep were uncommon in farm-making areas.% 
Capital was also required for the purchase of seed. In the north 
where wheat was the common initial cash crop the necessity for 
$1.00 to $2.00 per acre for seed was a significant capital require- 
ment.%* Corn required a smaller investment, while cotton seed 
was virtually without value in the South. 

Farm-making involved an interval of waiting after the initial 
investment had been made for the first returns to come in—a 
period of from six to eighteen months or more.** During this in- 
terval the maintenance of the family had to be provided for from 
the farm-maker’s capital or credit resources. The period between 
the beginnings of production and its reward might be reduced to 
six months if corn and hogs were produced in sufficient quantity 
the first year to give adequate support.” This could be done, 
however, only if the farm-maker arrived at his new homestead 
very early in the spring, which was obviously difficult in partially 
or entirely unsettled country lacking adequate roads. In such 


April 14, 1859). Gerhard thought that “a pair of good horses, a wagon, one cow, a 


couple of pigs, several domestic fowls . . . . are all that is necessary for a beginning” 
(op. cit., p. 446), the group requiring probably about $300. In Texas, where livestock 
was very cheap, two yoke of oxen, a cart, one hoe, five cows, calves, and a supply of 
hogs and poultry were estimated to require $260 (Southern Cultivator, XIII [1856], 
125). Cf. Rural New Yorker, V (1854), 222. 

“An investment of $560 was suggested to include a “good substantial low- 
priced horse team, wagon and harness, five cows, pigs and poultry” (Wisconsin 
Farmer and Northwestern Cultivator, VIII [1856], 440-41). 

93 “Tf we only had the money to buy them with” (New Hampshire Journal of 
Agriculture, June 2, 1860). Cf. Prairie Farmer, XIV (1854), 165-66. 

94 Gerhard, op. cit., pp. 294-303; Parker, Kansas and Nebraska Handbook, p. 37. 


9s “Tt will be seen that the cost of ‘breaking’ must be advanced about fifteen 
months before any returns can be obtained from the land. There are very many who 
cannot make the advance. It is, in fact, a serious impediment to the advancement of 
all farmers, even after they have obtained a fair beginning” (Wisconsin Farmer and 
Northwestern Cultivator, IX [1857], 122). Cf. Plough, Loom and Anvil, VII (1855), 
493; Loehr, op. cit., p. 15; n. 63 above. 

% “Any farmer of ordinary capacity having his team and tools, and being on the 
ground by the first of April, will be able to raise enough food to keep his family 
through the winter till another harvest” (Parker, Kansas and Nebraska Handbook, 


Pp. 24). 
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case prairie-breaking almost certainly had to be contracted out 
or, if not, the farm-maker had to content himself with a very 
limited area planted in crops. Arrival in the late summer and 
early fall in time to build adequate housing and to collect wild 
hay to winter the animals involved the longer waiting period but 
was common and was considered the most desirable.*? Though 
the period in which family maintenance had to be supplied from 
capital was thereby lengthened, arrival at such a time permitted 
the work of housing and fencing to be completed by spring so that 
the problem of breaking and seeding could be given uninter- 
rupted attention. 

With good fortune the farm-maker could raise within the first 
year or year and a half enough corn, potatoes, and pork to feed 
his family. Capital to maintain the family for at least a year was 
highly desirable. The sod corn was at best an uncertain crop, 
under any conditions yielding only moderately and frequently 
producing nothing but cattle fodder.** Moreover, it was con- 
sidered by some to be desirable to permit the breaking to lie 
without a crop of any kind, since the sod decayed more thor- 
oughly.°*® The wheat sown on land broken the previous summer 


as well as on land bearing the sod-corn crop provided the first 
important marketable crop the following spring.**® Clearly, the 
advantages were all in favor of the longer waiting period. The 
sum of $100 was estimated as the cost of the first year’s main- 


97 Northern Farmer, I (1854), 440; New Hampshire Journal of Agriculture, April 
14, 1859; Smith, op. cit., p. 103. 

* “Half a crop” (Cultivator, VII [1850], 277-78). “I have raised partial crops of 
‘sod corn,’ on my earliest breaking . . . . but of course, only partial crops” (Rural 
New Yorker, V1 [1855], 358). ‘Indian corn is frequently sown as the first grain on 
newly broken lands; but as there is no reliance to be placed upon sod-corn many 
farmers prefer to leave the broken land lying fallow, until September, when it is 
sown with wheat” (Gerhard, of. cit., p. 323). “Of course, every farmer knows that 
newly-plowed ground never yields a great crop the first season” (New England 
Farmer, XII [1860], 250-51). Cf. American Agriculturist, XII (1850), 128; DeBow’s 
Commercial Review, XXI (1856), 96-97; Genesee Farmer, XVII (1856), 84-85; XVIII 
(1857), 141; Plough, Loom and Anvil, VI (1854), 519-20. 


% Rural New Yorker, X (1859), 204. 
10° Indiana Farmer, II (1853), 292. 
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tenance for a family.** That there actually did exist a consider- 
able degree of dependence on the part of new farm-makers upon 
the purchase of food supplies is indicated by the fact that the 
earliest settlers in an area ordinarily considered the later arrivals 
as excellent markets for their produce.*” 

Little generalization is possible regarding travel costs. Emi- 
grants from areas bordering on the farm-making frontier probably 
traveled with their stock and equipment, and to them the chief 


70 Cunynghame, of. cit., pp. 103-6; DeBow’s Commercial Review, X (1851), 
640-41; XXI (1856), 96-97; Rural Register, I (1859), 9; Wisconsin Farmer, VIII 
(1856), 440-41; Smith, op. cit., 106. 

102 “The emigration itself furnishes him a local market and by the time that fails, 
railways will secure him a more permanent though perhaps less profitable market” 
(Stirling, op. cit., pp. 18-19). “The immigrant for the first year is a purchaser and 
consumer, and of course creates a temporary home demand for our produce” (Iowa 
State Agricultural Society, Annual Report, II [1854], 38). “Already with thousands 
of emigrants coming into our territory who necessarily have to be sustained for at 
least twelve months before their labors aid in swelling the common fund, and with 
other thousands passing through bound for the Pacific coast with their herds and 
flocks, consuming as they go vast quantities of grain, the amount of produce shipped 
from our river towns is very great” (Jowa Farmer, I [1853], 33). The references are 
to Iowa. A resident of Wisconsin wrote: “Corn we raise in large quantities, but 
consume it principally at home Small quantities only have been hitherto ex- 
ported; as besides the uses first mentioned, we have had a large influx of hungry 
Germans and other emigrants to feed, who have consumed no small amount of our 
marketable grain, while they were preparing the means to live themselves and 
afford the staff of life to others” (American Agriculturist, TX [1851], 15). The rapid 
growth of Minnesota was ascribed to the “ready market which is found in the limits 
of the territory for everything which can be raised from a generous soil i 
arises from extensive emigration” (Israel D. Andrews, Report on the Trade and Com- 
merce of the British North American Colonies and upon the Trade of the Great Lakes 
and Rivers [1853], p. 171). “Multitudes have rushed from the farm to the building 
of railroads, from cultivating the soil to speculating in land, from homes in the East 
where on a harden soil, they were producing a little more than they consumed, to 
homes in the more fertile West, where, of course, they produce for a year or two, at 
first, less than they consume” (American Farmer's Magazine, X [1858], 193-94). 
“The probability is that we shall have food enough for our needs, which has not been 
the case previously since the settlement of this territory” (American Agriculturist, 
XIX [1860], 15, referring to Nebraska). A similar comment is made with reference 
to Sheboygan County, Wisconsin, concluding that enough will be produced to sup- 
port its permanent and transient population, “something that the best counties in 
the state cannot boast of” (Wisconsin and Iowa Farmer and Northwest Cultivator, 
III [1851], 145). Cf. Colman’s Rural World or Valley Farmer, TX (1857), 3353 
American Agriculturist, XII (1854), 128; Ohio Farmer, VIII (1859), 386 and 409; 
Wisconsin and Iowa Farmer, VII (1854), 41. 
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costs were time and subsistence. Emigrants from the east coast 
could travel by water to New Orleans, by canal, lake, and rail- 
road, or entirely by rail, to the Mississippi. The railroad fare 
from Boston to St. Louis in 1855 was about $29 first class, $13 
emigrant class.**? The expenses of travel are not to be dismissed 
as trivial, as they were a large item to the eastern immigrant.’™ 

Housing was still another necessity which called for some capi- 
tal in the hands of the farm-maker. In forested areas house, barns, 
and outbuildings did not present acute problems, since lumber 
was cheap and log houses could always be temporarily utilized 
if better could not be afforded. The board shanty or cottage was, 
however, more easily erected and more desirable than the log 
house and was built whenever possible. In prairie areas board 
houses were standard, though substitutes such as log cabins, 
sod houses, and even tents were used. The costs of housing varied 
widely of course. Log cabins were estimated to cost from $25 to 
$100.75 The cost of a four-room cottage, which was perhaps the 
most common form, varied from $245 to $450." The materials 

73 Dana, op. cit., p. 394. The cost of the trip from New York to Nebraska by 
rail or rail and water was about $45 (James M. Woolworth, Nebraska in 1857 [1857], 


p. 9). Cf. F. W. Bogen, The German in America (1851), p. 49; Joseph H. Colton, 
The Emigrant’s Handbook (1848), p. 134; Regan, op. cit., pp. 403-4. 

704 “Land in the far West at only $1.25 per acre is sometimes practically almost 
as remote and inaccessible to citizens of the United States as to the good people of 
Amsterdam and Harlem themselves . . . .” (U.S. Patent Office, Reports: Agriculture 
[1855], p. 128). “The fertile farms of Iowa and Minnesota, the rich plains of Kansas 
and Nebraska, the gold and silver of Montana, Colorado and California, are all his— 
if he can only get to them. It is only to ‘go West.’ But a poor man with a family 
finds it as difficult to get from his one room tenement house in New York to a 
farm beyond the Mississippi as a Londoner in Bethnal Green would to transport 
himself to Australia” (T. L. Nichols, Forty Years of American Life [1937 ed.], p. 414). 

5 Country Gentleman, IV (1854), 157; Northern Farmer, I (1854), 440; Southern 
Cultivator, XIII (1856), 125; C. B. Boynton and T. B. Mason, Journey through 
Kansas: With Sketches of Nebraska (1855), pp. 68-69; Parker, Kansas and Nebraska 
Handbook, p. 37; Dana, op. cit., p. 213; Webb, op. cit., p. 17; Regan, op. cit., pp. 189 
and 4or. 

In Illinois, though the figure is applicable to the prairie regions in general 
(Rural American, I [1856], 114). A two-room house, 14 by 26 feet, was quoted at 
$225-$250; a five-room house, 16 by 28 feet, one and a half floors, at $400-$425. 
Caird estimates the cost of a three-room house, 18 by 24 feet, at $200 (op. cit., 
P. 50). Parker quotes with approval the observation that a four-room house, 24 by 
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for a small two-room house could be obtained for as little as $150 
on the Illinois prairies, while larger houses cost as much as $1,000. 
Barns and similar buildings appear in few estimates; they were 
scarce in any area where farms were still in the making and were 
among the last items into which capital was placed. 


V 


No doubt farm-making was frequently undertaken by individ- 
uals possessing capital of less than $1,000. In view of the facts 
presented, however, that sum must be considered as the minimum 
required for western prairie farm-making under the conditions as 
they existed in the 1850’s. Such a sum permitted the breaking 
and fencing of 40 acres of land, but not of its purchase, and would 
supply the minimum required of implements, livestock, and sub- 
sistence.**’? This figure was particularly applicable to the prairie 
areas from Texas to Minnesota—those regions upon which were 
focused the migrations of the decade. Elsewhere, in forested areas 
and at the fringes of settlement, somewhat smaller capital might 
have sufficed. In any case the farm-maker’s wealth could not fall 
much short of $1,000; to the degree that it did, the farm-maker 


was inevitably forced to undertake farm-making in some round- 
about fashion, perhaps working part of his time for wages (which 
implies the possession of capital on the part of the employing 
farmer) and taking a longer period to develop his farm than the 


24 feet, could be built for $300-$350; a five-room, 20 by 28, one and a half stories, 
for $450-$500 (Jowa Handbook for 1856, pp. 159-60). The Illinois Central Railroad 
advertised its willingness to supply purchasers of its land with the materials for 
houses ready to set up at a cost of $150 for a two-room house, $400 for a four-room 
house, and $500 for five rooms (Northwestern Farmer, and Horticultural Journal, I 
[1856], 128). Cf. American A griculturist, XVI (1857), 252; Dana, op. cit., pp. 213-14; 
Marshall, op. cit., chap. iv; Regan, op. cit., pp. 300 ff.; Smith, op. cit., pp. 17, 43, 79- 

101 The items include the breaking of 40 acres of prairie on contract at $2.50 per 
acre, or $100; fencing this 40 acres, $320; seed and implements, $100, which is a low 
figure; livestock, $250; maintenance, $100; housing, $250. This total of $1,120 in- 
cludes no provision for land or for travel expenses. The land was obtainable on 
credit or by squatting on the federal domain; its purchase required from $100 to 
$1,000 more. Though the figure for fencing may be considered somewhat high, it 
cannot reasonably be reduced, nor can any of the other items be cut to bring the 
capital required below $1,000, though credit might be obtained for part. 
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individual who did possess the suggested sum. He would, more- 
over, suffer correspondingly greater risks and discomforts, the 
added burden of borrowing capital at the high rates of the West, 
and probably had to accept smaller and less certain returns." 

It is altogether clear that the West of the 1850’s cannot be re- 
garded as offering great agricultural opportunities for the poor 
and poverty-stricken. Cheap land there was in abundance to be 
sure, but it was raw land, not capable of furnishing an immediate 
livelihood. It was but the bare surface, requiring much labor and 
capital before its fertility could be elicited.*** In contrast we can- 
not doubt that the possession of a moderate capital such as has 
been suggested opened the opportunity to develop in a very short 
time valuable and profitable farm properties. 


108 In defense of the safety-valve doctrine, descriptions of farm-making involving 
less capital than we have suggested may easily be obtained. Such accounts com- 
monly ignore various elements of the farm-making process and are generally 
stamped with the extreme optimism characteristic of the speculative atmosphere of 
the frontier. The following is an illustration: 

“We will suppose a blacksmith, a carpenter or some one who has been supporting 
a family and saving a very little by his daily labor in the eastern and middle states, 
makes up his mind in April or May to come to the state of Illinois. He can count 
when he gets here, all told, say $150, perhaps twice as much, or at most four times 
that amount. He locates or to use the classical language of the country, ‘squats’ near 
a grove on the border of some fine prairie. Not an acre is ‘fenced in’ for miles around. 
In a week or two . . . . he has a log cabin built and his wife and their children . . . . 
are safely housed He has taken care, after he makes his location, to find who 
owns the land he is on. If it belongs to the government, he takes out a preemption, 
or enters it at $1.25 per acre; if it belongs to some individual, he has got a bond fora 
deed, at from three to five dollars per acre, payable ‘one quarter down,’ the balance 
in one, two and three years, or longer. A few days finds half an acre fenced in and 
the garden seeds are all planted. Twenty acres are at once plowed, the corn is 
planted. Then hurrah for the fence while it is coming up. Drive the cattle off on the 
prairie for a week or two, if the fence don’t get done in time, and as for the venerable, 
matronly old porker, with her numerous family, she must be kept in the yard till the 
corn is ripe. Fall finds him with six or eight hundred bushels of corn, potatoes and 
pork enough for his family for the winter, and three or four fine hogs to spare, hay 
enough for his cattle, cut wherever he pleased on the prairies, and his corn ground 
sown with winter wheat” (Hawes, op. cit., p. xxxiii). Cf. n. 26. 

79 “Tn the business of squatting on the public lands, there is a deal of delusion. 
The settlers are too apt to think that, having got a claim to a hundred and sixty 
acres of land, they have got a farm; whereas all they have got is a part of the raw 
material out of which, with labor and expense, patient waiting, and the investment 
of capital a farm may be made” (Maine Farmer, May 5, 1859). 





356 CLARENCE H. DANHOF 


The sources of the farm-maker’s capital were either cash sav- 
ings or the proceeds from the sale of property. The liquidation of 
property was, of course, the common method of eastern farmers 
of raising cash capital for westward removal; such property was 
purchased by others, and thus, ultimately, the capital taken West 
came from savings. Such savings were sums brought from abroad 
by foreign immigrants or they were accumulations derived from 
wages, profits, or property incomes. It is doubtful if immigrants 
from abroad brought any large sums into the United States,"° 
and it seems certain that far the larger part of the capital that 
was invested in western farm-making had its origin in the savings 
of agriculturists or of wage and salary earners in the East. Ulti- 
mately, it was thus the profitability of eastern agriculture™ and 
the ability of a rapidly growing and profitable eastern industry 
to pay high wages that made possible the movement of capital 
to the West. 


1° The census of 1860 estimated that the 4,000,000 foreign-born enumerated in 
1860 had brought not less than $400,000,000 into the country. A record kept of 
third-class passengers (immigrants) arriving at Castle Garden, the immigrant depot 
of New York City, by the Commissioners of Immigration of the State of New York, 
revealed an average of $65 brought in per passenger. Other estimates ranged from 
$60 to $180 per passenger (U.S. Eighth Census: Population, 1860, p. xxiv). William 
Hayes Lord wrote: “I have known hundreds of German families who have taken 
out with them from 10,000 to 40,000 florins each family—from $5,000 to $20,000. 
It may be admitted as a fact that out of twenty German emigrants, nineteen take out 
with them the means to establish themselves in the inland states” (A Tract for the 
Times [1855], p. 25). On the other hand, it was believed that “nearly three-fourths 
of the whole expense of emigration from Ireland is being defrayed by remittances 
made by previous emigrants” (Baird, op. cit., p. 340). The U.S. Census of 1860 
reported that from 1850 to 1860 some $50,000,000 was remitted by private individ- 
uals from the United States to Great Britain through large banking and mercantile 
firms (Population, p. xxiv; cf. Rural New Yorker, IV [1853], 18). The best study of 
this problem is that of Marcus Lee Hansen, The Ailantic Migration, 1607-1860 
(1940), pp. 243 f. 

1 High land prices in the East were observed to stimulate agricultural emigra- 
tion to the West (Rural New Yorker, V [1854], 317). The English agriculturist, 
Johnston, pointed out that “speaking generally, every farm from Eastport in Maine 
to Buffalo on Lake Erie, is for sale. The owner has already fixed a price in his mind 
for which he would be willing, and even hopes to sell, believing that, with the same 
money, he could do better for himself and his family by going still farther West” 
(James F. W. Johnston, Notes on North America: Agricultural, Economic and Social, 
I [1851], 162-63). 
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It is not to be implied that the necessary capitals were easily 
come by. Common wages for ordinary labor in the fifties did not 
reach $1.00 per day.” Agricultural labor, the class certainly most 
directly concerned with western opportunities, generally received 
about $150 per year, besides board and room." From such wages 
it is unreasonable to expect that savings could greatly exceed $50 
a year.“4 The accumulation of a fund adequate for western migra- 
tion was thus no mean undertaking for the individual and was 
made doubly difficult, no doubt, by the unsatisfactory banking 
structure. Certainly the notion that a dissatisfied wage earner 
could, within a year or two of his decision to go West to undertake 
the making of a farm, pack up and do so is completely fallacious. 
Equally certain is it that the West offered no desirable escape at 
a time of financial crisis or depression when accumulated savings 
might be lost or difficult to liquidate, when credit was difficult 
or impossible to secure, and when the attractiveness of western 
agricultural profits had vanished along with the profits of industry 
and the security of an industrial wage. 

Given a class of men who moved West with adequate capital, 
it was possible for others lacking such capital to emigrate also. 
Western development was not exclusively agricultural; it included 
the development of towns and cities as well as of trade, transporta- 
tion, and local industries; in fact, all the varied parts of a complex 
economic structure." Those who wished to emigrate but lacked 
capital for agricultural enterprise or who had no wish to under- 


2 Edward Young, Labor in Europe and America (1876), p. 743. Skilled labor 
received from $1.50 to $2.00 per day (ibid., p. 745). 

"8 Ibid., pp. 739-42. 

14 “Tf a young man saves $52 a year he is doing well” (New Hampshire Journal of 
Agriculture, December 17, 1859). The observation was made of New England farm 
operators that they “do not average saving one hundred dollars yearly, each” 
(Homestead, III [1858], 221). “Is not a farmer who saves this amount [$100] doing 
well?” (New Hampshire Journal of Agriculture, December 24, 1859). Cf. New Eng- 
land Farmer, VII (1855), 454. 

™s Emigrants were urged to form groups in the East which would include all the 
necessary trades in the desirable proportions (The West as It Is: The Chicago Maga- 
sine, I [1857], 341-44). The suggested occupational distribution of such a group is 
given in Daniel S. Curtiss, Western Portraiture, and Emigrant’s Guide (1852), pp. 
292-93. 
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take farming could go West, nevertheless, as laborers on the rail- 
roads, in lumber camps, and elsewhere, as tradesmen, and as 
skilled mechanics, finding economic opportunity in those towns 
and cities the growth of which paralleled that of agriculture. 
Wages were higher in the West than in the East, since the supply 
of labor, particularly of skilled mechanical labor, was smaller, rela- 
tive to the opportunities for their employment. Cheap land exer- 
cised in this way an indirect influence, marked though immeasur- 
able, upon the status and wage of the eastern laborer. 

The relationship of the farm-making frontier to eastern eco- 
nomic society was, of course, not simple. The scarcity of capital 
in the East was at all times a serious deterrent to eastern indus- 
trial development, and any movement of capital westward must 
have accentuated this scarcity and thus must have had a detri- 
mental effect upon the demand for labor and hence upon wages. 
On the other hand, the western farm-making frontier unquestion- 
ably favorably influenced the position of the eastern wage earner. 
Even though eastern mechanics themselves participated in the 
migration only on a small scale,"° they were nevertheless favor- 
ably affected if population were drawn West which might alterna- 
tively have been drawn into industry and thus increased the east- 
ern labor supply. The movement of native population out of east- 
ern agriculture in the 1850’s was in fact not into surrounding 
industry but rather largely to the West."’ To the extent, more- 
over, that foreign immigrants moved westward or replaced emi- 
grating eastern agricultural population, the effect of foreign im- 
migration upon the eastern wage earner was less serious than 
might otherwise have been the case. The development of the 
West expanded the largest market open to the industrial East and 
thus stimulated the demand for the products of eastern wage 
labor. The fact that the West exported agricultural staples 
abroad was likewise a favorable factor, since the capital supply 
open to the East was thus increased. 


"6 There is no doubt that some mechanics emigrated, but there is considerable 
question as to how many. This is the issue between Goodrich and Davison, on the 
one hand, and Schafer, on the other. See n. 1 above. 


™7 Tucker, op. cit., p. 176. 
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In view of the costs of farm-making in the West it is clearly an 
error to consider western farm-making opportunities as directly 
determinate of the status of eastern wage labor. To the degree 
that the eastern wage earner actually entered western migration, 
this was possible only as a result of the high wages being paid in 
the East. The agricultural population moving westward did so 
also in large part because of the possibility of selling its eastern 
property and transferring the necessary capital to the West. 
Without a prosperous development of industry the East could 
not have settled the West (the cotton South excepted) with any- 
thing approaching the rapidity actually achieved. The ability of 
that young eastern industrial economy to continue to develop 
rapidly in the face of the transfer of large sums of wealth to the 
new agricultural West testified to the fact that fundamentally 
the productivity and profitability of eastern industry made high 
wages possible. Rapid growth guaranteed that such wages would 
actually be paid since industry was under the necessity of attract- 
ing sufficient numbers of new wage earners for its expanding 
needs. Such new wage earners came from eastern agricultural 
populations and foreign immigrants as well as from the natural 
increase of the wage-labor populations. No doubt the western 
frontier might have functioned to prevent serious exploitation 
had such exploitation been at all possible, and doubtless on occa- 
sion eastern industry faced competition from the West for labor, 
since the wages received by labor in some cases at least permitted 
the wage earner to accumulate funds for emigration. Such influ- 
ences were, however, certainly and distinctly secondary. 








PROFESSOR HICKS ON VALUE AND CAPITAL!’ 


OSKAR MORGENSTERN 
Princeton University 


E reviewing of books is a matter of importance, responsi- 
bility, and difficulty in any field of scientific activity, but 
it is an especially troublesome task in the social sciences. 

The reason is that the body of established doctrine is not very 
well determined, so that the personal equation assumes undue sig- 
nificance. In other sciences the goal toward which scientific efforts 
are directed may be clearly discernible, while in our field a good 
deal depends upon the selection made out of a great number of 
possible goals. They can be approached by such a multitude of 
means and methods that a fair appraisal and complete under- 
standing of the endeavor of the scholar is not always assured. 
Differences of such kind no doubt account for much of the confu- 
sion that has always marked economic discussions; and only later, 
when the purposes of the particular investigations as well as the 
bases upon which they rest become more clearly discernible, can 
greater unity be achieved. 

If these difficulties were the principal ones, one could content 
one’s self with the reasonable hope that they might again be over- 
come when encountered anew. However, there is another source 
of misunderstanding more disturbing and not less serious. I refer 
to the considerable haziness of economic theorizing, to the regret- 
table fact that concepts are frequently ambiguous, oftea used in 
different manners, that their interrelations are not made clear, 

*J. R. Hicks, Value and Capital: An Inquiry into Some Fundamental Principles 
of Economic Theory. New York: Oxford University Press, 1939. Pp. xi+331. 

25. 

. The great range of this work, which covers static as well as dynamic theory, 
sometimes in minute detail, makes it virtually impossible to do it justice even in a 
review article. Instead of selecting a great number of separate questions I propose 
to discuss a few of the major points which, in turn, affect all the others. It is to 


Professor Hicks’s credit that so many important issues are raised in his work that 
the reviewer faces a true embarras de richesse. 
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and, foremost, that the assumptions seldom show a clear relation- 
ship either to the facts of everyday life or to those specifically col- 
lected and examined. It is especially the latter circumstance 
which makes the applicability and range of theories uncertain and 
contributes to the accusation that economic theory is unreal and 
carried out “in a vacuum.” No theorist desires such a state of 
affairs, and every theorist wishes his presentation and his contri- 
bution to be relevant for a better understanding of economic be- 
havior. It is not always easy to determine precisely when and 
where economic theory shows any of these flaws as long as new 
thought relates to various isolated problems and as long as new 
devices that were needed to tackle them had not been tried out 
systematically. And often we are confronted by the fact that 
what seemed to be a new theory was merely the transcription of 
an old into new terms, the significance of which could be deter- 
mined only in a more systematic treatment. 

We have had few general economic treatises during the last 
twenty years, which was a period of diversified efforts in fields 
lying widely apart. There must have been many who felt the 
great need for a general survey in order to take stock once more 
and to overcome the feeling that a crisis was developing which 
threatened not only to crush the weak leftovers from the past but 
also to bury under it the live elements. Professor Hicks has writ- 
ten such a treatise, and, whether or not one agrees with it, he de- 
serves full credit. It is not really necessary here to point out that 
Professor Hicks has already a long list of most valuable publica- 
tions to his credit and that some of them have contributed to a 
clearer understanding of theories already well established and that 
in others he has tried to break new ground. If the putting-to- 
gether of the various threads of his own work and of those of other 
writers does not result in the establishment of a system at once 
logically attractive and empirically significant, it will perhaps 
largely be due to the fact that the time is not yet ripe for such an 
endeavor and that the changes that have occurred in our thinking 
are anything but revolutionary enough. This relates to the sub- 
stance of the theories as well as to the methods used. Professor 
Hicks claims, in that latter respect, to develop and apply a new 
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logic; but let it be said from the outset that nothing of the kind 
can be found in the entire book. It is bad to raise such hopes, be- 
cause it is conceivable that the new developments that have taken 
place in logic during the last fifty years might some day be made 
fruitful for economics; and this would indeed be a great achieve- 
ment. Professor Hicks evidently does not have this in mind, so it 
remains uncertain what this interesting claim really refers to. It 
might even, on the contrary, be argued that his application of the 
traditional methods of deduction and investigation is not always 
so rigorous as would be warranted by the nature of these problems. 

In this connection it might be good to point to two methodo- 
logical properties of his synthesis: first, it is an investigation into 
the characteristics of a static and a dynamic economy under pure- 
ly competitive conditions; second, it contains no hints whatsoever 
as to how the study could be brought into relation with empirical 
investigations, as to how it could be either proved or disproved 
by concrete data—in short, as to what is the real basis for his 
models. 

There is no doubt that Professor Hicks has such relationships in 
mind, as is revealed at occasional instances throughout the book, 
but they are scattered and not very helpful in suggesting new 
lines of research. Sometimes reference is made to certain markets 
and their properties, to observable conditions of the economic sys- 
tem, but they serve more as illustrations than as anything else. 
The limitation to competitive conditions is quite legitimate but 
naturally narrows the possible uses to which the theory can be 
put without suitable and sometimes rather drastic modifications. 

Another feature of Professor Hicks’s work that might be men- 
tioned from the beginning is the almost complete lack of refer- 
ences to other writings. It is, of course, easy to find good reasons 
for writing a straightforward synthetic treatise without bothering 
too much about the historical setting of each theorem; it is 
troublesome only if a work of this kind is interspersed with fre- 
quent claims as to the originality of the thought, when it is so 
easy to show that many of the seemingly newest ideas have been 
developed at length elsewhere and when the use of some apparent- 
ly neglected literature might have prevented the inclusion of 
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statements which are clearly wholly untenable and which have 
been disproved completely. I refer, for example, to the alleged 
determinacy of systems of implicit equations when equality of 
their numbers with that of the unknowns is assured, about which 
more will have to be said later. The treatment of this particular 
question is of special interest and importance because some very 
significant work has been done in this field during recent years. 
Moreover, Professor Hicks asserts that he has “freed the Lau- 
sanne theory from the reproach of sterility brought against it by 
the Marshallians” (p. 6). This is done, we hear, by the “‘oppor- 
tunity thrown open to us to transcend the mere counting of equa- 
tions and unknowns, and to lay down general laws for the working 
of a price system with many markets.” Such, surely, has been the 
endeavor, whether successful or not, of any attempt to establish 
a systematic theory, and I think one would have to admit that 
until now at best not more than a purely formalistic treatment 
has been given in the various systematic expositions. As a rule 
they succeed not even in that respect but present merely allegori- 
cal pictures which might serve as possible illustrations for a more 
dimly seen future theory of the static stable equilibrium and the 
dynamic processes. 

However, instead of claiming from the beginning “I am almost 
entirely concerned with novelties” (p. 1.), it might have been 
better to stress clarity of expression and to leave the discovery of 
the newness of the theory to the delighted and duly impressed 
reader. Instead, the reader will not be so very delighted in view of 
the wholly unjustified difficulties which the book offers; it is 
among the most unreadable works that have ever been published 
on economic theory. This is not in line with Professor Hicks’s 
earlier publications, which conformed to a high standard of pre- 
cision and clarity, and one fails to understand the reasons for this 
change. 


I 


The first part of Professor Hicks’s book is devoted to a re-for- 
mulation of the theory of consumer’s choice or to the theory of 
utility or whatever one might like to call it. In his treatment he 
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has drawn heavily upon the earlier excellent paper written to- 
gether with R. G. D. Allen* and upon a subsequent republication 
of the well-known study by Slutsky. The task would be to purify 
the analysis from all those elements which make a coherent the- 
ory, well in accordance with observable facts, impossible. The 
chief obstacle which Professor Hicks seems to see is the immeas- 
urability of utility and the difficulties with the latter concept in 
general. By employing the now familiar method of indifference- 
curve analysis these difficulties are avoided. Naturally, this is 
due to a different technique of speaking about an empirical fact 
(i.e., the order of consumers’ choices). What really matters is al- 
ways the given fact. We cannot alter it, no matter how much we 
might like to try. It is correct to think that one scientific language 
may be superior to another one; indeed, one can go as far as to say 
that almost all our scientific progress is nothing but an improve- 
ment in our speaking about facts, since few new facts have been 
discovered during the last fifty years which would require a basic 
change in the theory. This is perhaps due to the circumstance 
that no great efforts were made to establish new facts; this dis- 
tinguishes economics greatly from other sciences where everything 
centers about the establishment of new facts. The only fact not 
taken duly into consideration is the element of time, and I venture 
to say that in regard to time indifference-curve analysis becomes 
at least as clumsy, if not as positively misleading, as the ordinary 
treatment in terms of diminishing marginal utility.‘ 

The student of the literature of marginal-utility theory must be 
fully aware that there has been unanimity for probably thirty 
years that the assumption of measurability does not conform to 
the facts, is not needed in the subsequent exposition, and, indeed, 
has not only not been used but has definitely been eliminated from 


*R. G. D. Allen and J. R. Hicks, “‘A Reconsideration of the Theory of Value,” 
Economica, 1934. 

3 E. Slutsky: “‘Sulla teoria del bilancio del consumatore,”’ Giornale degli econo- 
misti, 1915. 


4It has been shown, e.g., that the mere time sequence of consumers’ purchases 
reveals nothing about their preferences if durable consumers’ goods are included in 
the consideration, as they well must be. 
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the theory of value. It cannot, therefore, still be claimed that the 
presentation of economic theory without the assumption of meas- 
urement constitutes an innovation. This is true also, if, instead of 
speaking of diminishing marginal utility, the principle of a dimin- 
ishing marginal rate of substitution is introduced, which adds not 
one iota to the theory or the facts. It may be, however, that this 
isolated concept fits better into a coherent theory and is an ele- 
ment of a superior language. Yet this is not the point here to be 
considered: it is rather the statement that “the replacement is 
....not a mere translation; it is a positive change in the founda- 
tion of the theory”’ (p. 21). A little later the author tries to show 
that the marginal rate of substitution must diminish for substitu- 
tions in every direction. “I do not think this could be established 
introspectively, or from ‘experience’!’’ (P. 25). It is difficult to 
see what this statement really refers to and especially why “ex- 
perience” is put in quotation marks. Clearly, introspection 
might be experience as much as the observable facts of consumers’ 
choice on the market. Some facts, as the scientist knows, are fully 
as empirical as others, although their direct observation is not 
possible; this is the A,B,C of scientific method. I am, therefore, 
at a loss to see how this all-important new principle could have 
been obtained, unless it is by the translation from another scien- 
tific language. 

If one will take the trouble to look into very recent accounts of 
the theory of marginal utility, one will easily discover that the 
equilibrium condition set forth by Professor Hicks in the above- 
quoted manner corresponds exactly to the more traditional formu- 
lation which may run in terms of marginal utility. It is not im- 
portant now to decide which has to be given preference but rather 
to see that there is no diversity in views of the underlying factual 
basis. The theory of value, as one should not tire of asserting over 
and over again, is not an end in itself but purely instrumental in 
the larger task of adequately describing the working of the fully 
developed static and dynamic economic system. It is therefore 
quite conceivable, especially in view of the time element, that the 
facts may have been insufficiently marshaled and that, conse- 
quently, both marginal analysis and its substitute are inadequate 
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in their present shape. This would have to show in the application 
of the static apparatus to dynamic conditions, and, since the pres- 
ent book is largely devoted to the analysis of economic dynamics, 
it would be of importance to see to what extent the theory of 
value in its modernized form is actually required and effectively 
used in the so-called “dynamic” theory. 

Without going into some very interesting but subsidiary ques- 
tions, may it suffice here to note that the “law of consumers’ de- 
mand”’ is presented in conformity with the accepted doctrine in 
terms of indifference-curve analysis. The distinction between the 
substitution effect—adjustment in case of price changes—and 
the income effect —adjustment referring to the implicit change in 
income—is shown to be of considerable importance. Marshall’s 
familiar assumption of a constant marginal utility of money is in- 
terpreted as meaning that in case of small changes “‘the income 
effect is likely to be swamped by the substitution effect’”’ (p. 32). 
Two points have to be remembered: first, that all marginal 
(static) analysis must be limited to small changes, lest the entire 
marginal approach become meaningless, and, second, that Pro- 
fessor Hicks strongly emphasizes the role of changes in income. 
This would not require any special comment but, indeed, have to 
be taken only as giving due weight to one of the most important 
and very far-reaching factors of change. However, at a later 
stage, Hicks takes great pains to point out that he would like to 
see the income concept dropped altogether from dynamic eco- 
nomics and, as one would have to add, by implication also from 
static economics. This surely is perplexing and will a limine ex- 
clude the possibility that the relationship between his static and 
his dynamic theory in the given exposition can be a very close one. 

In his static theory income is not defined in any particular way, 
but the use of the concept is, interestingly enough, quite in keep- 
ing with present-day use, applied to consumers’ income in the 
narrow sense (covering both money and real income) as well as to 
“sellers” and presumably producers. It is very strange that this 
indiscriminate usage should still go on unquestioned, since it must 
be obvious that the two things are not comparable. A seller has 
money receipts, and his “income” is something entirely different 
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and of much greater complexity. It is not pedantic to point this 
out; it is an essential difference which is of far-reaching conse- 
quence. This applies particularly to the later stages of the current 
theory when the application of these ideas about effects of changes 
in “producers’ incomes” result in almost grotesque statements 
which derive precisely from this confusion. If Professor Hicks 
had this state of affairs in mind, one would readily agree that a 
thoroughgoing reform is called for; but as will be seen later, he is 
driving in an entirely different direction.‘ 


II 


We shall now turn to a fundamental issue in the entire theory 
which has loomed large in the writings of mathematical econo- 
mists ever since Walras. It is the question as to whether the de- 
terminateness of any given economic system—say, of exchange or 
exchange with production, etc.,—is assured when the number of 
unknowns involved equals the number of equations that can be 
set up. Before going into the matter briefly, let us be aware that 
it constitutes a major achievement to establish such a system. 
It is a difficult task for what might be called “formal eco- 


nomics,” and each of these systems of equations is open to careful 
examination which should determine whether or not it embodies 
all those assumptions the economist has to include and no other 
ones. These assumptions represent the quintessence of our knowl- 
edge of the respective systems.° They have necessarily to embody 


5 Great attention is devoted to complementarity and its role in statics. It is 
found frequently to be of a destabilizing nature. The investigations are very diffi- 
cult and often quite puzzling until one has discovered hidden assumptions, frequent- 
ly of very little relation to their plausibility. It would lead to very detailed argu- 
mentation should one attempt here only to present Professor Hicks’s doctrine. How- 
ever, one specific reference may be made: Should it be true that stability of ex- 
change is less likely with complementarity prevailing, it does not follow that sta- 
bility is assured if no complementarity is given. A. Wald has given an example of 
simple exchange among three individuals of only three goods between which no 
complementarity exists and which has no solution at all. This single case disposes 
of the validity of any general assertion of the determinateness of exchange even for 
conditions which seem most ideal (see A. Wald, “Ueber einige Gleichungssysteme 
der mathematischen Ockonomie,” Zeitschrift fiir Nationalékonomie, Vol. VII [1936)). 

6In his pamphlet Théorie mathématique de la valeur en régime de libre concurrence 
(Paris, 1937), Professor Hicks has contributed what is probably the best résumé 
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the empirical data upon which this knowledge rests; these data 
must be simplified, and considerably. Additional assumptions can 
easily slip into the equations, which might often be found to be 
convenient from a formal mathematical point of view but could 
contradict some of the others unless great care is taken specifically 
to exclude such unsuitable happenings. Relatively slight atten- 
tion is given to this in mathematical treatments of economic 
theory, where there is shown little hesitation in assuming gener- 
ally and most frequently in a tacit manner functions which are 
continuous throughout, positive, one-valued, monotonic or strictly 
monotonic, differentiable at any given point, etc. There is no need 
to go into this here, because, even if the system of equations com- 
plied with such desirable formal postulates, there still would re- 
main the much larger and much more important question of what 
these equations really do show. 

It is here that only very recently—though this will appear in 
future histories of economic thought as a strange anomaly—an 
important step forward has been made, due exclusively to mathe- 
maticians and not to economists. The so-called “mathematical” 
economists in the narrower sense—Walras, Pareto, Fisher, Cassel, 
and hosts of other later ones—especially, have completely failed 
even to see the task that was before them. Professor Hicks has to 
be added to this list, which is regrettable because he wrote several 
years after decisive work had been done—in principle—by J. von 
Neumann and A. Wald.’ In economics we should strive to pro- 


now available of the present state of mathematical economics in the traditional 
sense. It is entirely “formal economics” as characterized above, but this at its best. 
The precision and clarity of exposition contrast sharply with the uncertain use of 
fundamental concepts in the present volume, which is written in such a manner as 
to make its study a veritable ordeal and excessively time-consuming. 

7J. von Neumann, “Ueber ein dSkonomisches Gleichungssystem und eine 
Verallgemeinerung des Brouwerschen Fixpunktsatzes,” Ergebnisse eines mathe- 
matischen Kolloquiums (Vienna, 1938); A. Wald, ‘‘Ueber die eindeutige positive 
Lésbarkeit der neuen Produktionsgleichungen,” Ergebnisse eines mathematischen 
Kolloquiums, Fasc. 6 (1935). While these two works were published in a publication 
not generally consulted by mathematical economists, the paper by A. Wald, 
“Ueber einige Gleichungssysteme der mathematischen Oekonomie” appeared in the 
Zeitschrift fiir Nationalékonomie, Vol. VII (1936). In this last-named paper some 
further reference to literature may be found, as well as a treatment of questions 
of duopoly. 
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ceed, wherever we can, exactly according to the standards of the 
other, more advanced, sciences, where it is not possible, once an 
issue has been decided, to continue to write about it as if nothing 
had happened. Unfortunately, there are few such possible cases 
in economics now, but this, most emphatically, is one of them. At 
the same time it happens to be an issue which is so basic as to re- 
quire the most careful attention of everyone who wishes to make 
statements in whatever form about the determinateness and 
stability of any kind of economic system. 

The problem on hand is simply to find out whether the equality 
in numbers of equations and of unknowns is sufficient in order to 
guarantee the desired determinateness of the system. The answer 
is No. Professor Hicks tells us differently: 

If the price system is such as to make . . . . demands and supplies equal,® 
we have a position of equilibrium. If not, some prices at least will be bid 
up or down. The determinateness of this solution was shown by Walras to 
be ensured by equality between the number of equations and the number 
of unknowns.? 


The historical fact is entirely to the contrary, namely, that 
neither Walras nor any of the subsequent writers has actually 


shown this, so that Hicks’s assertion is incorrect even from the 
point of view of the history of doctrine. Moreover, it is system- 
atically incorrect because the determinateness of a system of 


*It may be noted here, en passant, that Professor Hicks asserts: ‘By simple 
addition we can determine the demand and the supply for each commodity”’ (p. 59). 
If the supply of commodities derives from production (i.e., not merely considering 
conditions of exchange without production) then Professor Hicks neglects the cen- 
tral issue in Sraffa’s treatment of supply, whereby aggregate supply curves cannot 
be obtained by simple addition of individual supply curves. No reasons are given, 
but we are assured (p. 78) that the theory of the equilibrium of the firm “has been 
discussed almost ad nauseam in contemporary literature.” 

*P. 59. Similar statements, concerning various systems of equations, occur 
throughout the book (e.g., pp. ror, 155, 157, 161, 252, 255, 325, etc.). This is only 
in order to show that we are not referring to a point which, while of major general 
importance, is perhaps of minor significance as far as Professor Hicks’s book is con- 
cerned. It should be noted again, that Professor Hicks, as quoted above, desires to 
“transcend the mere counting of equations and unknowns” (p. 6) which seems to 
express the fact that he feels that this counting is not sufficient and satisfactory. 
Indeed, he examines the determinants of some sets of equations—an important 
step. But, as shown subsequently, this is not enough. 
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equations does not necessarily depend only upon the equality 
of the number of unknowns with the number of equations. Even 
in the case of simple linear equations this need not be a sufficient 
condition. In the case of nonlinear equations—precisely the kind 
one encounters in some of the above-mentioned systems of econo- 
mists—one is confronted with a vastly more complicated prob- 
lem. Indeed, it is as a rule far beyond the power of the mathe- 
matics applied in the writings of those mathematical economists 
who have established sets of equations. This means that even if 
the valuable work of establishing these systems has been done— 
and most assuredly this is a higher type of description of the re- 
spective economic systems as compared to the merely literary 
descriptions—we know absolutely nothing about whether or not 
these equations have a unique positive solution, no solution, or 
perhaps several or even an infinite number of solutions.’ Hence 
all the statements that a (stable) equilibrium is assured by them 
(or any other statement of this kind) are entirely unfounded and 
irrelevant as long as the thorough mathematical proof of the ex- 
istence of a unique solution has not been given. We have as yet 
such proofs, as mentioned above, only for two systems of equa- 
tions, those of von Neumann and of Wald. 

Even more serious, doubts have to be voiced regarding the 
suitability of the equations as such, as generally established by 
economists. They leave out of account the fact that in economic 
processes, especially when production is considered and the choice 
between various possible processes is taken into account, not 
equations but inequalities are obtained. As soon as this is the case, 
the problem of the relation between prices and the processes of 

© In the case of linear equations the counting of their number and that of the 
unknowns can achieve at least this much: If these two numbers are equal, then 
there exists in general—namely when the determinant does not vanish—one and 
only one solution. (We need not dwell upon the complications which arise when 
these two numbers are not equal.) 

However, even in the case of equality and when the determinant does not vanish, 
this is not in itself sufficient because the solution may contain negative values for 
some of the unknowns and this is not admissible in many economic problems. If 
the equations are nonlinear, further difficulties arise. It may suffice to emphasize 


their presence, since the space available does not permit a more elaborate discus- 
sion. 
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production is implicit in the sense that one half can be answered 
only if the other half has been solved and vice versa.* In this 
case, which is a very plausible one from an economic point of 
view, the number of commodities produced and the number of the 
processes used in their production will most likely be different 
from each other. Consequently, in this case the counting of equa- 
tions is a most unsuitable, if not completely meaningless, proce- 
dure—also on other grounds than the ones already referred to 
above. 

It is hardly necessary to point out that negligence was shown 
in the treatment of this matter by Walras and Pareto, just as by 
all of the later writers. What von Neumann and Wald did was to 
apply a standard in dealing with their equations which is a com- 
mon one in mathematics and physics and which was the estab- 
lished standard also at the time when Walras and Pareto wrote. 
The mathematicians found themselves confronted with an excep- 
tionally difficult problem which they solved for the respective 
highly limiting conditions which they had chosen. 

Professor Hicks’s reliance on Walras’ system of equations pro- 
duces another rather startling anomaly which is quite damaging 
to his claims and which again shows how very careful one has to 
be. He asserts that for static conditions Walras has fully set forth 
the elements of equilibrium, while the “sterility” of his method 
becomes apparent only when change or variation occurs. Walras 
built his equations on the assumption of decreasing marginal util- 
ity and not on indifference curves. Professor Hicks, however, in- 
sists that by using them and by establishing the role of the dimin- 
ishing marginal rate of substitution he is using an instrument of 
analysis that materially differs from the old and “eliminated” 
marginal-utility principle. It was shown above that there exist 
no reasons to assume that these different versions of the theory 
are anything else but a translation into another—possibly more 
efficient—language. Here now emerges quite clearly that this 
must be so, unless Professor Hicks would admit that Walras’ equa- 
tions are independent of the principle of diminishing marginal 


™ Von Neumann, of. cit., pp. 73-74. 
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utility—one cannot easily see how this could be the case—or that 
Professor Hicks’s transformations lead to exactly the same sys- 
tem, which would only prove the assertion about the translatory 
character of his “reformation.” 

The real test comes, of course, only when the attempt is made 
to decide the determinateness of the system, because then it is 
essential to make specific assumptions about the nature of the re- 
spective demand and supply functions. These functions—if they 
are additional to those already explicitly stated in the equations, 
as will often have to be the case—must again be checked against 
our general knowledge of the economic world; or else they may 
be chosen in such a manner as to assure uniqueness of the solution 
entirely according to mathematical convenience. The latter pro- 
cedure may give rise to interesting mathematical operations, but 
it would still leave the inherent economic problem undecided. 
From this it follows that the whole matter can be settled only by 
taking the first of these two directions.” 

It is perhaps not inopportune to make it quite clear at this 
point that the lack of our knowledge about the degree of the de- 
terminateness of the economic system is not due to the formula- 
tion of the problem in mathematical terms and its subsequent, as 
yet insufficient, analysis. The problem is exactly the same even 
when formulated only in a “literary” manner, as Pareto called it. 
It is well-nigh impossible to expect that we could obtain better 
knowledge with a less powerful tool as represented by ordinary 
language and logic. It would soon become clear that the elements 
involved in the problem remain exactly the same and that they can 
be adequately collected and expressed only in the mathematical 
manner. There can be no doubt whatsoever that a problem which 
has not yet been solved in all its aspects under its simplest condi- 
tions will be still more difficult to tackle if other, “more realistic” 
assumptions are being made. These new assumptions—expressed 
in a change in the nature and perhaps number of the functions 
used—are necessarily less general; they concern a more compli- 

™ The discussion of the work done by the two mathematicians, J. von Neumann 


and A. Wald, will be reserved for another occasion when more space is available 
for a presentation of the fundamental principles involved. 
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cated state of affairs. Hence they pose a much more intricate 
problem. At the same time, by dropping the mathematical analy- 
sis, these “more realistic” economists deprive themselves of the 
most powerful instrument available for analysis. It is, therefore, 
hard to see how progress could be achieved this way, unless one 
postpones the examination of the possibility of a general equilib- 
rium until more special work has been done in regard to particular 
equilibria, where the problems are less intricate and can often be 
treated by more simple techniques. 

The upshot of all this is that we simply have not, as yet, satis- 
factorily proved that there exists an economic equilibrium or that 
the economic system is stable or unstable as a whole under condi- 
tions of varying nature. We are merely at the threshold of an eco- 
nomic science. These statements are not idly inserted here, be- 
cause it will become clear that Professor Hicks, in his later chap- 
ters, continues to make very definite and explicit assertions about 
stability and stabilizing forces, even under dynamic conditions. In 
this respect he shares the unwarranted confidence of most of his 
contemporary fellow-economists. They may agree with him when 
he says: “We have seen enough to satisfy ourselves that a perfect- 
ly stable system of production equilibrium is a reasonable hypoth- 
esis” (p. 104). If we are at all entitled to make such a hypothe- 
sis, it is only for extremely limited cases, and due exclusively to 
the above-mentioned proofs of the mathematicians and to nothing 
else. But these proofs are limited to the exact cases which they 
cover, where specific assumptions were made about the nature of 
the functions used. There is no guaranty that even the slightest 
variation in the underlying functions might not completely alter 
the picture. But this means nothing else but to re-emphasize the 
statements made above about the need for specific proof for each 
individual system of equations." 

*3 In order to complete this brief reference to an issue of vital significance in the 
mathematical treatment of economic theory, it may be added that the indiscrimi- 
nate use of the word “equilibrium” is also objectionable, if not often entirely mis- 
leading. As one should remember, various kinds of equilibria have to be dis- 
tinguished. If the respective equilibrium is not qualified further as being either 
stable, labile or indifferent, the whole statement hangs in the air, adding to the 
vagueness of the usual procedure. As a rule it is to be doubted whether economists 
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Each—much to be desired—improvement in the knowledge of 
empirical data requires a reformulation of the equations; and each 
time this happens the task of deciding the degree of determinate- 
ness of the system is laid before us anew. The more abstract our 
formulations, i.e., the more inclusive and the more general they 
are, the less frequent need this be. However, if we attempt to for- 
mulate the data of dynamic processes, the necessity of modifying 
the functions and equations describing them will arise more often 
because this expresses the growth of our scientific knowledge of 
the subject matter. Since this knowledge is still extremely modest 
at present and since we may expect rapid change in it, due to the 
improved empirical researches now going on, very frequent modi- 
fications of these tentatively established systems of equations 
would be called for. All this points to a moral—that the efforts in 
the dynamic field should principally be directed toward the ex- 
amination of as many individual cases as possible with their inter- 
pretation and the description of them in as scientific language and 
as careful as possible, making use of quantities wherever that can 
be done. What economics can really achieve in the dynamic field 
in the near and more distant future is something infinitely more 
modest than any one of those who write in a most assured manner 
about it seems to be aware of and will be prepared to admit. We 
shall see examples of this later when we turn to Professor Hicks’s 
treatment of some of these questions. There is, undoubtedly, in 
the different sciences a point when it is still too early to try to 
apply methods which later on, when the basis has been more firm- 


have gone to the bottom of the matter, because there are types of equilibria which 
are not so easily described. Some of these equilibrium conditions need not at all 
conform to the ordinary simple maximums or minimums. They are more likely of 
the so-called “minimax” type, the analysis of which requires instruments of great 
subtlety. The greatest ambiguity in the use of the equilibrium concept occurs in 
relation to dynamic processes; this not uncommon vagueness reappears in Professor 
Hicks’s summary of his own dynamic theory of a temporary equilibrium, but it is 
more or less familiar to those who have discussed the relationship between the static 
theory and the theory of the business cycle. The question as to the usefulness of 
the equilibrium concept in the latter theory is a topic of great importance, not 
only because it has most interesting scientific aspects, but also because the attitude 
to be taken in regard to it should vitally influence the selection of practical courses 
of study as most likely to yield valuable results. 
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ly established, may prove to be of greatest importance and con- 
sequently yield greater results. In physics, too, the knowledge of, 
say, the axiomatic method at the time of the sixteenth century 
would have been of very little help, while at the end of the nine- 
teenth century great results were achieved with it. 

It would, therefore, seem to be part and parcel of any theoreti- 
cal study—whether concerned with statics or dynamics—clearly 
to show in what manner it is a synthesis of the relevant factual 
knowledge and how the hypotheses used might be tested, modi- 
fied, and improved by further empirical investigations. In this 
regard we find Professor Hicks lacking completely, because he 
neither shows his factual background nor gives instructions as to 
future researches which might serve the stated purpose. This can, 
curiously enough, again be illustrated by referring to Walras’ 
system, which, if still valid today, must be of so general a charac- 
ter as to be separated by a wide gap from the enormous changes 
that have occurred during the last seventy years. The services it 
can render for the better understanding of the given economic 
system are consequently of only a modest kind. This does not 
lessen the interest it has for a limited scientific purpose, but it 
would seem indispensable to show the links that have to be es- 
tablished with those economic investigations which cannot yet be 
summed up in the same desirable manner but from which ulti- 
mately all the new impetus will derive. Professor Hicks limits his 
study to free competition, which is highly commendable for a first 
approach; but it must be borne in mind that this is another reason 
why the gap between this state of theory and “reality” is pretty 
wide. The value of a book of synthesis depends not only on the 
communication of results achieved, but also largely on whether or 
not it shows fruitful new methods and points toward new goals. 


III 


The difference between static and dynamic economics is ex- 
pressed by Professor Hicks by stating that in a dynamic state all 
quantities are dated. No dating is necessary in a static condition, 
which is a reasonable assumption if a stable equilibrium really 
exists; in fact, this is a tautological affair, since a stable equilib- 
rium does not show any change, which also excludes dating. Un- 
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der dynamic conditions we observe individuals making plans on 
the basis of expectations, influenced by past experience, revising 
these plans in the light of subsequent events and their significance 
for their plans which may or may not extend beyond the point 
when events occur."* Investigations along these lines have been 
carried out by a number of economists; for the greater part they 
were based on everyday knowledge of economic behavior. Em- 
pirical research in this field will be very difficult but would be of 
the utmost importance. But even with only the few assump- 
tions on hand, a great deal of trouble has been caused since prob- 
lems of extreme complexity relating to the interaction of expecta- 
tions and plans of many individuals arose. We shall have to see 
how Professor Hicks deals with these basic problems. 

The framework which contains Professor Hicks’s dynamic 
theory is given by three notions: the week (an arbitrary period 
during which plans are supposed to be made and executed, similar 
to Robertson’s “day’’), the plan, and the definite expectations. 
“By using the week, we become able to treat a process of change 
as consisting of a series of temporary equilibria; this enables us 
still to use equilibrium analysis in the dynamic field” (p. 127). 
The assumption that people have very definite expectations 
means that they are interpreted in a “strict and rigid way”’ (p. 
124). Professor Hicks admits that in reality people rarely have 
precise expectations; from this would follow that without further 
approximation his conclusions could not be directly applied to a 


™4 “|. . Either we have to face up to the difficulty, and allow deliberately for 
the fact that supplies (and ultimately demands too) are governed by expected prices 
as much as by current prices; or we have to evade the issue by concentrating on the 
case where these difficulties are at a minimum. The first is the method of Marshall; 
the second (broadly speaking) is the method of the Austrians. Its hall-mark is con- 
centration on the case of a Stationary State” (p. 117). I must confess that this pas- 
sage is completely unintelligible to me. Did Professor Hicks ever study the inter- 
esting passages in Menger where the role of the future wants is discussed? And 
what about the lengthy examination by Béhm-Bawerk concerning present and 
future goods? It is hardly possible to go into detail here, but the case is quite per- 
plexing, the more so since Professor Hicks quotes Béhm-Bawerk in a footnote to 
the above passage. It seems that words and language are very bad instruments of 
communication. I am not now concerned with the validity of Béhm-Bawerk’s 
treatment of time but merely wish to draw attention to a point in the history of 
economic doctrines. 
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concrete situation. This fact is expressed when he states that 
“there ought to be an Economics of Risk on beyond the Dynamic 
Economics we shall work out here. ...” (p.126). There is no need to 
quarrel about the delimitation of any one theory or investigation, 
provided the problems treated are likely to be significant; much 
less should one want to raise terminological issues. But it is great- 
ly to be feared that the exclusion of the important phenomenon 
of risk and uncertainty from a “dynamic” theory requires the re- 
working of this entire structure. The factor of uncertainty may 
constitute an element that divides a theory containing it much 
more from this preliminary dynamic theory than the latter is 
divided from static theory. It is even to be doubted whether Pro- 
fessor Hicks is in a position to maintain this division, in other 
words, whether he really excludes the element of uncertainty. In- 
deed, in a sporadic way it makes its appearances, notably in the 
treatment of interest. On the assumption of definite expectations 
depends, according to Professor Hicks, the usefulness of the 
“static machinery,” which by implication would mean that its use 
is inadmissible under conditions of risk and uncertainty. The 
essence of static theory is, of course, the description of the condi- 
tions under which a stable equilibrium can obtain, whatever par- 
tial or general system might be considered. It is, therefore, neces- 
sary to clarify the role of equilibrium under dynamic conditions of 
a specified kind. 

This can best be done by asking what role is played by the plans 
of the individuals and in what manner they interlock with one 
another, thereby determining together with other factors the fu- 
ture state of the dynamic system. The problem is to find out 
whether the influence of these plans will be stabilizing or destabil- 
izing. Evidently very definite assumptions will have to be made 
in order to settle this issue, and, as in other instances, these as- 
sumptions should approximate reality as closely as possible. Even 
a few very formal examples will show, however, how complex the 
problem is and how difficult it will be to formulate cases closely 
related to the real world. We should expect Professor Hicks to 
construct at least some such cases. The statement is made that 
consistency of plans assures equilibrium (p. 132). 
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The degree of disequilibrium marks the extent to which expectations are 
cheated, and plans go astray..... For practical purposes the ideal condi- 
tion of equilibrium over time can be interpreted quite loosely. Whenever 
prices are fairly steady, the system is likely to be quite adequately in equi- 
librium. 

It would seem to be necessary first of all to clear up what is to 
be meant by the not at all self-evident “consistency of plans.” 
This is hardly attempted in the present book, although this notion 
plays a decisive role in the discussion of dynamics. There is every 
reason to expect that many systems of “‘consistent” plans can be 
devised, and yet from this it need not follow that a stable equilib- 
rium ensues from each of them. 

On the other hand, given a stable equilibrium there must also 
be given a distribution of plans of all the individuals such that 
they do not interfere with it. It is possible to call this arrangement 
of plans “‘consistent,” but, unless it is more definitely character- 
ized, we have only given a name to an unknown quantity. In 
other words, it is merely a definition or tautological statement.” 
In particular it is not necessary that all individuals have to have 
identical price expectations. Consistency of plans, moreover, has 
to be specified in many other ways before anything further can be 
said about it. Plans evidently relate to future time; some of them 
extend only very little into the future; others very much further, 
depending on the size of incomes and on the types of the indus- 
try;"? some are less definite than others, yet with the degree of 
definiteness not necessarily a function of the length of time taken 
into account by them. Consistency may, therefore, be given for 


"SP. 133. This opinion is encountered quite often in business-cycle literature. 
Schumpeter was one of the first to insist that a state of depression parallels static 
equilibrium quite nearly. Later Keynes and his followers have held similar opinions, 
but on different grounds. More recently Schumpeter has revised his position, as- 
suming that equilibrium is more nearly reached halfway between lower and upper 
turning-points. The whole matter is very debatable from whatever angle it may be 
approached. 

*6 Since, under the circumstances, it is not more than a definition, the statement 
that the degree of disequilibrium marks the extent to which plans go astray is 
equally not more than that. 

"7 Tf all plans are assumed to extend uniformly through the “‘week,” then this 
problem will appear as soon as the field of dynamic theory is widened appropriately. 
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a certain moment of time, but not for a longer time period, and 
vice versa, both very different conditions for a dynamic process. 
One should in particular guard against thinking that parallel 
plans, even if restricted to rather narrow fields of activity, assure 
stability of some kind or other.** Whether this is the case or not 
cannot, as a rule, be decided on purely formal grounds of this kind 
but rather requires a study of the merits of the actual contents of 
the plans.*® 

Professor Hicks’s purely definitional treatment of consistency 
of plans calls for another observation. It is obvious that by means 
of this procedure it has not been decided whether there exists only 
one single grouping of plans which is compatible with equilibrium 
or whether there are many possible ones, each of which would be 
“consistent.” In order to decide a problem of this kind it is, nat- 
urally, necessary to be more specific about the character of the 
plans or, in other words, to define them more specifically. The 
problems involved are of quite exceptional difficulty and resemble 
closely those of the theory of games.”° It also follows that, if a 
stable static equilibrium is not obtained, it may be due to other 
reasons than an inconsistency of plans. 

Another difficulty is offered by the need to ascertain the plans. 
They will not even be revealed by an examination of the past acts 
of behavior, since these may already embody modifications due to 
changes in data during the time these plans were in operation. 
The past acts of behavior could indicate the plans the execution of 
which they represent only if it were positively known where the 
beginning and the end of the period to be observed lie. Further- 
more, plans will not, as a rule, ever be clearly terminated but are 
carried on into an indefinite future, thus expressing the continuity 


*8 Tf all the people have the intention of withdrawing their deposits at the same 
time, it will surely not contribute to stability; if they plan to do it at various mo- 
ments of time over a sufficiently long period during which others will make new 
deposits, it will cause no disturbance, etc. Consequently, such statements must be 
‘‘material,”’ not only formalistic, lest they lead to serious errors. 

9 Further analysis of this matter requires analytical methods which are now 
not in common usage; they derive from the development of logistic. 

*° This, of course, does not refer to the theory of probability and its application 
to games of chance but rather to those games involving schemes of strategy. 
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of economic activity of the individual as well as of the community. 
Under these conditions, observed acts of behavior allow an in- 
definite number of interpretations regarding the plans from which 
they are assumed to have sprung. This is another very disturbing 
element in the picture. Ex ante knowledge of plans will be im- 
possible, which means that the best one can do is to elaborate 
models of the kind mentioned above, provided they are made suf- 
ficiently specific. It would also seem to be extremely desirable to 
investigate to what degree and at what intervals plans are modi- 
fied; this will again be an affair of the margin under most circum- 
stances. Plans are also not independent of one another, those of 
the entrepreneur largely framing and dominating the plans of the 
employees, etc. The most difficult item—and yet under no circum- 
stances to be excluded from even the most severely simplified 
model—is presented by the interlocking of plans due to actual or 
assumed knowledge of other plans. This is still a different kind of 
interdependency than the one just referred to. The aggregate of 
the plans of all the individuals is therefore not a simple sum of an 
amorphous mass. They rather form a highly complex and dif- 
ferentiated system.” It seems that future investigations will have 
to take this into proper account. Beginnings of such investiga- 
tions are already occasionally to be found in the literature. It is 
therefore to be regretted that Hicks sees fit to employ only most 
elementary notions; it is not clear from this book whether he ex- 
cluded these wider questions deliberately or whether he was not 
aware of them. In any case there can be no doubt that his dis- 
cussion of economic plans is subject to most severe limitations 
which handicap its applicability to those conditions which would 
more closely approximate reality. 


* This is well brought out by J. Tinbergen in his paper “Ein Problem der 
Dynamic” (Zeitschrift fiir Nationalékonomie, Vol. I [1930]), where he uses the notion 
of the gradually changing ‘‘economic horizon”’; see also his paper, ““The Notions of 
Horizon and Expectancy in Dynamic Economics,” Econometrica, 1933. 


* Regarding these and related problems, I may be allowed to refer to my papers, 
“Das Zeitmoment in der Wertlehre” (Zeitschrift fiir Nationalékonomie, Vol. V 
[t934]) and “Vollkommene Voraussicht und wirtschaftliches Gleichgewicht”’ 
(ibid., Vol. VI [1935]), where also some criteria for divergence and convergence of 
expectations and plans are given. 
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IV 


The next factor to be considered is one intimately related to the 
establishment of plans, indeed, logically preceding them—the role 
of expectations. It would be impossible to deal with dynamic 
problems and not to examine them carefully. Consequently, they 
play a large role in Professor Hicks’s study where a refinement of 
the present analysis is attempted by attributing to them the same 
important property one has shown prices to have, namely, elastic- 
ity. Before going into this matter briefly, a few words are neces- 
sary about expectations in general. Intimate though the connec- 
tion with plans may be, it is not a simple one, thus further showing 
the extraordinary complexity which studies of economic dynamics 
inevitably must exhibit if they attempt to go beneath the surface; 
and though the complexity of Professor Hicks’s theory leaves 
nothing to be desired, it may be safely stated that in regard also to 
expectations not all the significant points are raised. His treat- 
ment, however, constitutes in some ways an improvement com- 
pared with the too casual use of notions about expectations, as it 
can be found for instance in J. M. Keynes’s work. On the other 
hand, the Swedes among others had already studied expectations 
in some greater detail than both these authors, but their work is 
scarcely used. 

Since Professor Hicks does not deal with expectations in a more 
basic manner than with plans, by determining, as mentioned 
above, their interdependencies, their reach, their definiteness, and 
their relation to knowledge of economic processes by the economic 
individuals (an important but generally neglected factor), we shall 
consider here only the new concept he introduces and of which he 
makes frequent use. It is the “elasticity of expectations,”’ seem- 
ingly something that brings about still new refinements in an al- 
ready highly complicated field. The value of this notion will, as 
usual, depend, first, on the precision with which it can be formu- 
lated and, second, on the use to which it can be put. The purpose 
of this new concept is to determine the relation in which changes 
of current prices—it is applied only to prices—may stand to 
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expected future prices. Professor Hicks sees three possibilities in 
this respect: 


I define the elasticity of a particular person’s expectations of the price of 
commodity X as the ratio of the proportional rise in expected future prices 
of X to the proportional rise in its current price. Thus if expectations are 
rigidly inelastic (elasticity=o) we get the case of given expectations, the 
case we have been considering. If the elasticity of expectations is unity, a 
change in current prices will change expected prices in the same direction 
and in the same proportion; if prices were previously expected to be constant 
at the old level, they are now expected to be constant at the new level; 
changes in price are expected to be permanent. Obviously these two are the 
pivotal cases The elasticity of expectations will be greater than unity, 
if a change in current prices makes people feel that they can recognize a 
trend, so that they try to extrapolate; it will be negative if they make the 
opposite kind of guess, interpreting the change as the culminating point of 
a fluctuation.?3 


Professor Hicks states that this is merely an enumeration of pos- 
sible cases which does not exhaust the possibilities; not all of them 
are treated in the later part of the book. The labeling of these re- 
actions taken from price theory is somewhat misleading, because 
the expression of these numbers is not obtained in the same 


manner. There is also an ambiguity in so far as he speaks of 
changes in “current” prices without indicating which period is to 
be taken so as to delimit them as “current.” It might be the 
change in prices during the week, it might be a longer period. 
This would make a great deal of difference with different types of 
prices, though we shall not follow up this matter here. We shall 
also not examine the case of various rates of change which would 
make great differences, especially for the rate of interest according 
to whether or not it would be computed yearly, half-yearly, or 
continuously, etc. If no further indications are given, we would 
evidently obtain very different statements about the elasticities of 
expectations, so that the above-mentioned criteria for the deter- 
mination of the elasticities of expectations may not prove suffi- 
cient even from a purely formal point of view. 

The significance of the distinction of various kinds of “elastic- 
ities” has to be tested. The first question is whether these expec- 


3 P.205. 
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tations are independent of the plans as discussed above and con- 
stitute something additional. This can, evidently, not be the case. 
On the contrary, the expectations form their basis, and the plans 
in turn manifest themselves in the acts of behavior. All the pre- 
viously encountered disturbing difficulties concerning the ascer- 
taining of the plans return in regard to expectations and are mag- 
nified. Consequently, the alleged elasticities of expectations 
should express themselves as flexibilities of plans. Even if expecta- 
tions of a given price are highly elastic for a given individual, it 
does not at all follow that this will necessarily change the plan to a 
great extent, since the change would be determined by the recog- 
nized “objective” significance of this price for the plan pursued. 
In other words, if the individual is a producer, the influence of an 
expected price change upon his production plan will be different if 
his own product is concerned or that of a rival substitute product 
or one out of a great number of cost items, etc. Hence, the purely 
formal treatment of changes in expectations must needs come to a 
very early stop unless such more concrete assumptions are added. 
Professor Hicks does do this occasionally when he uses the elastic- 
ity of expectations, e.g., for the simple case of an entrepreneur 
making a single product, where he examines corresponding varia- 
tions of the streams of output and input (substitution and com- 
plementarity over time,”4 production for inventory, etc.”). 
Shifts in expectations, consequently, are relevant only in so far 
as they induce shifts in plans; even violent changes in expectations 
in certain directions may fail to upset plans, if these have already 
progressed far and do not allow decisive adaptation. From this it 
follows that the time when a change is expected to occur has to 
be related to the time schedule of the plan and to the state of its 


24 Graphical illustrations of economic arguments can be very useful and very 
misleading, as the case may be. They are positively confusing when they are not 
readily self-explanatory because of doubtful and insufficient descriptions of the 
axes (e.g., see Fig. 24, p. 207). But this is not the only instance of violations of such 
elementary rules. 

*sIn order to caution against any alleged uniqueness of the story told by the 
facts, let us point to an increase in inventories. This might very well take place 
because future prices (and costs) are expected to rise or because some earlier expecta- 
tion proved wrong. 
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execution. We are thus back precisely where we were before re- 
garding the theory of plans: namely, that the matter is not suf- 
ficiently dealt with unless the problem of timing, interdependence, 
and degree of execution at the given moment of time are properly 
formulated. There is no gain in duplication as we find it here. 
There is, however, need for stating the issues with that maximum 
of simplicity to which they can be reduced without hiding the 
character of the theory.” The value of new concepts depends 
upon the uses to which they can be put. We shall therefore have 
to look at least at the role that Professor Hicks has assigned to the 
elasticity of expectations in the theory of interest. This is prob- 
ably the most important application one can think of. It may be 
noted here that the discussion of plans and expectations is not 
given in terms of indifference curves. Thus the interesting ques- 
tion of whether these would be suitable for adequate description 
of the behavior of an individual under dynamic conditions is not 
posed. It would lead too far to take this matter up fully here, al- 
though it is of no small significance. The occasional use of the 
word “preferred” is surely not enough to convince the reader that 
indifference curves are suitable for a description of dynamic con- 


ditions of the individual economy or that this instrument of analy- 
sis was actually used in Professor Hicks’s dynamic theory. 


V 


More controversies have centered around the rate of interest 
during the past few years than about any other economic factor. 
They relate both to the theory, thus continuing old feuds some- 
times in new guise, and to the interest-rate policy, where the ad- 
vocates of easy money have—finally?—won the upper hand. It is 
sadly surprising that neither of the two groups of discussions has 
resorted to the aid which really advanced empirical research 


** Tt might be mentioned that besides expectations we also have to take “‘fore- 
sight” into account. The two have by no means to be the same, although generally 
identified. Consequently, it is necessary to study their differences as well as to de- 
limit both from the phenomenon of “anticipation,” which means something more 
than mere expectation. These are, of course, not only terminological distinctions. 
Compare my above-mentioned article on perfect foresight and economic equilibrium. 
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might offer. In all these years there has hardly been published 
a single book in which an attempt was made to examine interest 
theory statistically and, vice versa, to interpret the statistics in 
the light of the various approaches. It is difficult to see how, in 
the long run, one can expect ever to make significant progress 
without looking at the facts more closely.”7 Espécially the dis- 
cussion of “the” rate of interest, which is gradually striking an 
increasing number of economists as a highly artificial concept, 
will in later times appear as one of the worse remnants of scholas- 
ticism, once a more satisfactory approach has been forced upon 
the writers in this field. It is gratifying to see that Professor 
Hicks also takes issue with this oversimplification. In view of the 
intricacy of the problems, it can hardly be expected that Professor 
Hicks’s contribution to the matter will settle the numerous issues, 
but he has made a considerable effort and also assures us (p. 213) 
that he has discovered a new theory. That alone would constitute 
a great achievement. The multitude of theories already available, 
however, would impel the reader to examine his new solution 
carefully in the light of the already existing ones. Space does not 
permit this, and these remarks must consequently be compressed 
to the utmost. 

First, it may be noted that Professor Hicks cannot develop a 
theory of interest without introducing risk into the body of his 
system. This implies that interest theory transcends his dynam- 
ics, because this factor has been definitely excluded by him. While 
this upsets the formal requirements Professor Hicks had laid 
down, it does not matter much for the simple reason that the 
separation of a dynamic theory without risk from a sort of super- 
dynamic one with risk was wholly unconvincing and simply can- 
not be kept up.** Such things occur frequently in the present 


*7 The work by F. R. Macaulay, Interest Rates and Bond Yields (New York, 
1938), is a notable exception, but theorists have taken little, if any, account of it 
as yet (see, however, F. A. Lutz, “The Structure of Interest Rates,’’ Quarterly 
Journal of Economics, November, 1940, pp. 36 ff.). 

** The author seems to concur in this himself, when he says: ““The assumption of 
no risk is more than a limitation—it is a source of actual error’ (p. 160). It is 
difficult to see what caused Professor Hicks to attempt to exclude risk under these 
circumstances, even from parts of his dynamics. 
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state of economic theory. They prove that not all attempts to- 
ward rigorous classification are successful or important. If a sys- 
tem of equations should, however, be used in which risk is not 
accounted for, it is obvious that it could not be used if the rate of 
interest is to be included among the data upon which it rests. 
Risk would appear not only in relation to interest. We shall pres- 
ently see that there is still another obstacle in the way. 

The old and never settled dichotomy of “real” and “monetary” 
economics which broke out anew with Keynes’s General Theory 
and which has characterized much of the latest discussions in 
economic theory is discussed by Professor Hicks as far as interest 
is concerned. His own preference goes to the monetary treatment 
of interest but on somewhat different grounds than usual. The 
“real approach,” for which Béhm-Bawerk and Wicksell are 
named as pre-eminent, would let the supply and demand for capi- 
tal appear as the determinant forces. But it is not clear, according 
to Professor Hicks, whether this means capital goods or money 
capital in the sense of loanable funds.”® The possibility that inter- 


*9 Even though the book is entitled Value and Capital, the second of these two 
fields is hardly covered adequately. In his treatment of statics, capital barely 
appears, and the problem of the determination of prices of capital goods is not taken 
up separately in the sense of a theory of imputation. However, since the all-inclu- 
sive general-equilibrium approach implies the matter, a solution is postulated. It is 
doubtful whether this is explicit enough for all purposes. In the presentation of 
dynamic economics, capital is again treated in a rather subsidiary manner. Criti- 
cism is offered pertaining to Béhm-Bawerk’s theory, as indicated elsewhere (p. 390), 
but the chapter discussing the accumulation of capital again runs unexpectedly 
very much along the lines of thought of Béhm-Bawerk and the overinvestment 
theory. It is shown, for example, that savings may lead to an increased construction 
of capital goods, that incomes may rise immediately, and that no new income may 
be available to take over the new products after their construction period is over and 
output increases. Since nothing is said about changes in the quantity of money, this 
seems to indicate that an expansion of production by means of savings and tech- 
nical progress cannot proceed smoothly and that a fall in prices under these circum- 
stances must be considered harmful. These are all points discussed extensively in 
present literature, and I fail to see that Professor Hicks has done more in that re- 
spect than to state which side he joins—although it is hard to see how he can hold 
both views simultaneously, namely, the monetary approach as far as the determina- 
tion of interest is concerned and the above-mentioned opinions. This shows that the 
monetary interest theory has most severe limitations and, furthermore, that Pro- 
fessor Hicks’s book is one of those which invite manifold interpretations. The lack 
of a clear position regarding capital theory must be considered a serious drawback 
of the book. 
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est could be determined by both is not explicitly investigated, al- 
though all monetary theorists, at some point in their analysis, 
compare the various money rates with “the” marginal efficiency 
of capital or something of that character. Thus they admit by a 
backdoor some sort of “real” analysis. This is particularly strik- 
ing in the case of Keynes; but it occurs everywhere, which might 
point to the impossibility of dealing otherwise with interest. Even 
in the “real” approach—unless a natural economy be considered— 
capital goods have prices expressed in money terms. And the 
“marginal efficiency” of capital depends upon these prices, which, 
in turn, are codetermined by the rate of interest with which it is 
being compared. The circular reasoning which this requires need 
not be objectionable if properly understood. 

This basic dispute is somewhat hidden behind another one, 
which Professor Hicks calls a sham dispute and which takes place 
within the monetary approach itself. There the issue is whether 
the rate of interest is determined by borrowing and lending or by 
the demand and supply of money itself. Professor Hicks assures 
us of the fundamental identity between these two procedures 
which must lead to the same results. 

For the purpose of proving his contention he goes back to the 
notion of a general economic equilibrium which in this case, too, 
implies that the rate of interest is determined as part of a mutually 
interdependent system. This could represent a highly commend- 
able procedure, provided that we were already in a position to 
tackle such far-reaching goals. All that was said about this above 
applies, consequently, also to this case, where a spot economy 
with short or with long lending is again presented by a set of 
equations subjected to the same condition of equalities of num- 
bers of unknowns and equations. This equality can be had only 
if one equation, which follows from the rest, is eliminated, in the 
manner familiar ever since Walras. The struggle between the 
loanable funds and the money approach in the narrower sense be- 
comes, for Professor Hicks, identical with the question of which 
equation to eliminate. He assures us that it does not matter which 
one is chosen. This is quite natural for him, since he is again 
exclusively concerned with the fact that by this procedure the 
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total number of equations remains unchanged. Should we elimi- 
nate the money equation, demand and supply would determine 
everything, including the volume of loanable funds and hence 
interest; or the equation which describes these funds could be 
dropped, and we would retain the money equation, which is 
Keynes’s procedure. Both would lead up to the same thing. It is 
here that the argument breaks down. (We wonder, incidentally, 
how and where the original system of equations has previously 
been modified so as to incorporate the necessity of dating the 
economic quantities.) In each case we obtain a different system, 
and there exists no guaranty whatsoever that if the one is soluble 
the other one would be too. The reasons for this derive from what 
was said on an earlier occasion about the solubility of equations. 
We must, therefore, state that the contention rests undecided, if 
presented in this fashion. 

Professor Hicks’s preference is for the money approach. The 
argument is not new: money is the most perfect security, others 
are less perfect and consequently stand at a discount as compared 
with their face value. The discount expresses imperfection of 
“moneyness.” This, in turn, derives from the lack of general 
acceptability of securities other than money, which causes them 
to stand at a discount. Consequently, there is the cost of investing 
in them plus the risk of holding them; the two make up the rate of 
interest, and both are factors widely discussed in the literature.*° 
The close substitutability between money and securities is a fact 
of great importance for an actual dynamic economy. 

As far as this reasoning goes, there will be little quarrel with it, 
at least concerning the ground it tries to cover. But there remains 
much outside—the “real” approach, which cannot be made to 
disappear into thin air by insufficient mathematical jugglery. 
There is the indispensable need to study the relative shifts in the 

3° The costs of investment have been ably studied by M. Breit (“‘Ein Beitrag zur 
Theorie des Geld- und Kapitalmarktes,” Zeitschrift fiir Nationalékonomie, Vol. 
VI [1935]), and liquidity preference (which is linked to the risk incurred in holding 
securities not generally acceptable) was made the basis of A. L. Hahn’s theory. 
This author definitely stated: “Interest is the price paid for the loss of liquidity’”’ 


(see Theorie des Bankkredits [1920]). A considerable amount of discussion followed, 
which anticipated a good deal of later controversies. 
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production of durable and nondurable goods and in the valuation 
of durable goods as determined by changes in the long-term rate 
of interest. There is, furthermore, the change in the organization 
of production which Béhm-Bawerk tried to describe in a manner 
which now must be considered clumsy and in many ways mis- 
leading. But there are problems in this sphere which simply need 
to be faced. Even assuming that they are solved implicitly by 
Professor Hicks, they have to be made explicit. This has not been 
done. Instead, a brief discussion of Béhm-Bawerk is offered,* 
which winds up with a rejection of his views. Space does not per- 
mit going into the matter, but Fellner and Ellis have recently 
examined this case in this Journal in a thoroughgoing manner, 
and I should like to express my general agreement with their con- 
clusions, which do not at all involve a simple return to the Aus- 
trian position.* 

Professor Hicks next raises the question of what will happen if 
price expectations of various elasticities are considered in conjunc- 
tion with different interest rates. This problem is familiar to stu- 
dents of the business cycle and a vast literature exists about it. 
Professor Hicks holds that Wicksell, having been caught by the 
shortcoming of his real approach and by the alleged limitation of 
his reasoning to a credit economy instead of a money economy 
has, at best, determined a neutral equilibrium of relative prices 
without determining the value of money. This assertion rests 
again on a counting of the number of equations (p. 252) so that 
there is nothing to be gained by going again into the matter. In- 
stead, let us look at “the most important proposition in economic 
dynamics” (p. 255). This proposition is that a dynamic system is 
stable or unstable according to whether elasticities of expectation 
are equal to unity or not. He considers it as definitely unstable if, 
given a constant rate of interest, the elasticity of expectations (of 


31 The very different use of the terms “present and future goods” as compared 
with the established terminology may be noted (p. 141). 

3? William Fellner and Howard S. Ellis, ‘‘Hicks and the Time-Period Contro- 
versy,” Journal of Political Economy, XLVIII (1940), 563-79. 

33 Which the present writer also has criticized (“Zur Theorie der Produktions- 
periode,” Zeitschrift fiir Nationalékonomie, 1934. 
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prices) is greater than unity. Translated back into more familiar 
terms, this means that if a price rise is expected to last while the 
interest rate remains constant—or is expected to remain constant 
—the price rise will continue. It would evidently be inconvenient 
at least to call this system stable; and I do not think that there 
will be much disagreement with this timeworn observation. A 
conclusion drawn from it—namely, that a rise of the rate of inter- 
est will be more effective in stopping this price rise than its lower- 
ing would be in starting a new upturn in prices—will also not 
seem very new but would be subject to many qualifications. The 
statement that an elasticity of expectations of the rate of interest 
greater than unity will have a depressing influence upon prices 
will also fit into the traditional picture. It means nothing else but 
that a rising rate of interest in the future may dampen or check 
a rise in the price of goods. 


VI 


One of the most interesting features of Professor Hicks’s com- 
plicated and difficult investigations is the anticlimax with which 
they end: his elements of a business-cycle theory. “Now, when 


we have the main outline of a dynamic theory in our hands, and 
it turns out to be so very different from static theory, we are 
bound to find it making a difference to our general outlook” (p. 
294). We are furthermore reminded of the “peculiarity of the 
analytical method used”’ (p. 294), and we recall his claim that he 
is almost exclusively concerned with novelties. However, even 
looking most carefully at the brief suggestions of a business-cycle 
theory, we feel let down terribly, because what is offered is an eclec- 
ticism of views which are widely held at present by scores of writ- 
ers. Even the way in which the factors mentioned are combined 
contains nothing new. The very first statement that “a trade 
boom is nothing else but a period of intense [capital] accumula- 
tion” (p. 295) will not be found surprising; and so it goes on to the 
end of the chapter. There are the waves of optimism and pessi- 
mism, the changes in incomes,** the completion of productive 


34 As mentioned earlier, the income concept is not only used in statics but even 
given a very prominent position there. The reason for its use is that it is a well- 
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processes, and also recurrent innovations. Credit expansion— 
mirabile dictu—cannot go on forever, we are informed, although 
the boom may die out by itself. The ensuing slump will be largely 
determined by the previous upward movement; very dangerous 
may be the “secondary slump.”’ The supply of investment oppor- 
tunities may prove of great significance, and, together with public 
works, the smoothing-out of fluctuations in the rate of innovations 
may be very effective for dampening the cycle. The description 


defined quantity under static or stationary conditions. However, in economic dy- 
namics Professor Hicks proposes to do without it. Chapter xiv, which is devoted to 
its discussion, contains many pertinent remarks and observations; it insists upon the 
subjective character of income, the difficulty of determining it in the case of differ- 
ences in periods of receipts and spending, of changes in prices, etc. But the conse- 
quences drawn are very drastic inasmuch as not only income but also saving has to 
be sacrificed. This is rightly considered to be very far reaching: “By eschewing 
utility we were able to sharpen the edge of our conclusions on economic statics; for 
the same reason, we shall be well advised to eschew income and saving in economic 
dynamics. They are bad tools, which break in our hands” (p. 177). We have seen 
that the alleged elimination of utility did not do away with the underlying facts 
which are now only described in different terms. In the same sense the fact that in 
a dynamic economy people do feel that their acts depend upon their—imagined— 
incomes, part of which they “save’’ and “invest” cannot be removed by not speaking 
about it in the current language. It is conceivable that we need an entirely different 
outlook in these matters, but it is hard to see where it has been achieved. Conse- 
quently, it is not surprising to find, in later parts of this work, the repeated use of 
the ominous terms, as it would, indeed, be difficult to describe the dynamic processes 
without them at present. 

If Professor Hicks had intended only to point to the enormous complexity in- 
volved in the phenomenon of income, one would heartily concur. But he goes to 
such an extreme that one cannot even see what the very subject matter of economics 
is to be if his proposed abolition of the income concept should be carried out. Natu- 
rally, he does not drop it himself, as the later exposition of his theory shows. Espe- 
cially in the last chapter it comes back in full force and in very much the tradition- 
al way. 

I agree with Professor Hicks concerning the difficulties of the determination of 
“social income,’’ even ex post, but I am unable to understand what is meant when he 
says that it “‘can only result in a statistical estimate; by its very nature it is not the 
measurement of an economic quantity” (p. 180). 

Among the paradoxical consequences of abolishing the notion of income would be 
that the entire multiplier analysis—so dear to modern economists—would break 
down, since there would be no income to be split between consumption and saving. 
In the same manner there would be no room left for propensities to consume and 
to save. It is rather surprising that Cambridge has not yet protested against this 
implicit attack. 
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of the cyclical symptoms runs entirely along traditional lines and 
is very sketchy—which may be due partly to the brief space al- 
lotted to the topic. 

Little would have to be said regarding this chapter were it not 
for the fact that it is impossible to trace the influence of any of the 
previous investigations upon it. Apparently Professor Hicks 
thinks that it follows straight from his dynamic theory; but, if 
this is the case, then it is hard to see how all these things could 
have been worked out, in the detail with which they are usually 
presented, prior to the establishment of his system. It is also in- 
teresting to note that the limitation of the earlier parts of the book 
to the case of pure competition seems to make no difference. No- 
body would assert that the conditions which are described even by 
the most abstractly formulated business-cycle theory corresponds 
to his very radically simplified model of a dynamic economy. And 
yet Professor Hicks does not find it necessary specifically to modi- 
fy his dynamic theory prior to taking up the cycle problems, 
which expresses in another form that not everything is as closely 
knit as it is presented. The obvious conclusion to be drawn from 
this tallies with similar observations regarding the writings of 
many other economists. Business-cycle analysis seems to be 
carried out largely in a domain of its own, widely separated from 
economic theory in the narrower sense. The gap with static theory 
is bound to widen ever more; but it should not be impossible to 
close it, as far as dynamic theory is concerned. Would it, perhaps, 
be a good suggestion to start building dynamic theory on the 
basis of the observations of economic fluctuations rather than to 
try to cramp them into a helpless and vague dynamic theory 
whose empirical foundations lie in limbo? 








THE DEMAND FOR MONEY AND THE CONCEPT 
OF INCOME VELOCITY* 
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supply of money and its income velocity whereas others, 
reacting violently to this terminology, prefer to speak of 
consumption and investment expenditure. The latter are con- 
vinced that while it is not incorrect to use the MV terminology in 
dealing with the determinants of national income, it is not helpful 
to do so and may even be misleading. Their contention appears to 
be supported by the fact that many among those who continue to 
speak of the supply of money and its income velocity no longer 
think of velocity as an independent variable, but have in fact 
abandoned the concept as a tool of analysis. 
It is the object of this paper (1) to show that the velocity ap- 


S= writers in the field of monetary theory speak of the 


proach is significant only under special conditions, (2) to discuss 
the causal significance of the velocity concept where real income 
and the rate of interest are variables, and (3) in Part II to test 
this verdict by applying the analysis to a number of current 
problems. 


I 


Discussions of equilibrium monetary theory are in the main 
attempts to explain what forces bring about adjustment between 
the supply and demand for money. Most such discussions have 
taken the supply of money as an independent variable and have 
been concerned with what induces people to hold a changed sup- 
ply. This requires an analysis of the relation between the amount 
of money which people are willing to hold and other variables in 
the economic system. In this paper we do not try to analyze the 

*I am grateful to Dr. Don D. Humphrey, who read the manuscript of this 


article and made valuable suggestions concerning the presentation, and to Mr. 
A. P. Lerner and Mr. William A. Salant for their helpful criticisms. 
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motives for holding money, but merely try to show that the use- 
fulness of the velocity concept depends in great part on them. 
‘The concept of velocity is more or less useful according as the 
community’s desire to hold money responds more to one or to 
another variable in the economic system. 

We may begin by setting down the familiar equation of ex- 
change, MV = PR, where M equals the quantity of money, V its 
income velocity, P a price level of current output, and R real 
income.” Our problem is to observe the different equilibrium po- 
sitions of V, P, and R, resulting from different assumptions, when 
the value of M changes. Something must also be added concern- 
ing the mechanisms which have been most frequently used to 
explain the processes in the actual world. 

It is obvious that nothing in the equation of exchange itself 
can tell us what is going to happen when M changes. When the 
supply of money is increased, the demand for it (in terms of 
money) could be increased by a fall in the average rate of turn- 
over of a money unit against money income (V) or a rise in that 
money income, either through a price change (P), a “real” change 
(R), or some combination of these. In order to have a determinate 
answer we require two more equations, since we now have only 
one equation and three dependent variables. 

1. The quantity theory.—While any two independent equations 
relating these variables would suffice, the first solution of the 
problem—that of the quantity theory—used two which were ex- 
tremely simple in nature. In a world of flexible prices there would 
be no restrictions on P, so that there would be nothing to prevent 
all the changes in M from being reflected in P. Second, the rate 
of real income flow would, in equilibrium, be unaffected by mone- 
tary changes (though it would not be constant for all other pur- 
poses). Third, the income velocity of money would also be unaf- 
fected in equilibrium by changes in the amount of money, being 


? Although in analyzing the demand for money it would be more appropriate 
to use the Cambridge form with 1/k instead of V, the Fisherine form (with real 
income and income velocity instead of transactions and transactions velocity) is 
used because it is more familiar to American readers, and because it is the form 
used by some of the writers who are to be discussed later. For our purposes it is not 


necessary to specify the price level. 
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determined by such things as the length of the payment interval, 
development of credit agencies, size of population, etc. Thus the 


two new equations are R = A, a constant, and V = B, another 
constant, so that M = (A/B)P.8 

In this formulation the quantity of money units which people 
want to hold is a derived figure; more fundamentally, people are 
supposed to desire a certain amount of real value in monetary 
form (i.e., M/P, representing individual’s demand for money in 
real terms = A/B,a constant). This real value was ordinarily re- 
lated to real income or real resources.‘ In equilibrium it was sup~ 
posed to be unaffected by the amount of money itself. Marshall 
makes this the central proposition in his account: “‘An increase 
in the amount of money in a country does not increase the total 
services which it performs.’’’ The real value of the community’s 
money holdings being determined, in equilibrium, by outside 
forces, its money value would logically vary in direct proportion 
to prices. 

It is of interest to go beyond this comparison of equilibrium ~ 
positions and to see by what mechanism some of these writers 
thought monetary equilibrium would be restored if it were dis- 
turbed, for in this mechanism may be found the germ of recent 
developments concerning the equilibrium positions themselves. 
Suppose that people find themselves with more money than they 
care to hold. They may either purchase more consumers’ goods, 
or convert part of their cash into other assets. If only existing 
assets are bid up, there is no direct effect on the value of current 
output (i.e., money income), which is affected only if the fall in 
yields of existing assets raises the demand for new output. 

Pigou, in considering how the “average man’’ determines what 

3 It should be noted that if both V and R are independently determined and if M 
can change, it follows necessarily that prices are flexible. If prices are actually in- 
flexible, either V or R must be affected by changes in M, or else there can be no 
mt gee in actuality. We shall see below that both may be affected by changes 
in ° 

‘Cf. e.g., Alfred Marshall, Money, Credit and Commerce (London, 1929), Book I, 


chap iv; A. C. Pigou, ““The Exchange Value of Legal Tender mersedie in Essays in 
Applied Economics (London, 1923). 


5 Op. cit., p. 49. 
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proportion of his resources he will keep in cash, presents the al- 
ternatives as the production of future commodities and the im- 
mediate consumption of resources. He does not present the al- 
ternative of buying some old asset, e.g., existing securities; the 
only alternative to holding money is to use it in production. “It 
follows that, other things being equal, the variable K will be 
larger, the less attractive is the production use and the more 
attractive is the rival money use of resources.” While this state- 
ment is quite acceptable for the whole community, even in a 
general system (provided the rate of interest is not included in 
the “other things” which are kept equal), it is not correct for 
individual money holders. One gets the impression that expendi- 
ture on current output is the sole alternative to money holding, 
and, therefore, that the mechanism through which a decreased 
attractiveness of production uses raises K for the community is 
simpler than, in fact, it is. Robertson includes, as the alterna- 
tives to possessing money, increased consumption, investment in 
trade capital or in government or industrial stocks. But the last 
alternative apparently did not loom so large in his mind, for he 
says: “If for any reason the intensity of their desire to keep such a 
pool [of money] diminishes, they will begin to spend their money 
faster, and its velocity of circulation will increase.’’’ 

These passages suggest that the rate of interest does not play a 
leading role even in the process by which equilibrium in the de- 
mand for money is reached. Consumption and investment ex- 
penditures, both of which are flows, seem to be directly related to 
the stock of money. 

~2. The Wicksellian mechanism of change.—Wicksell’s version of 
the mechanism which brings the demand for money into equilib- 
rium with the supply, although developed as early as 1898, is 
much closer to the modern version. Although in his quantity the- 
ory of monetary equilibrium V is independent of M, yet in pe- 
riods of transition M and V need not be regarded as independent. 
If some time elapses between a change in the supply of money and 

6 Pigou, op. cit., p. 181. K is the proportion of resources the community chooses 
to keep in legal tender. 
7D. H. Robertson, Money (rev. ed.; London, 1932), p. 38. 
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a change of prices and money income, money must be held by 
someone during the interim. With Wicksell, the rate of interest 
plays a crucial role in relating the supply of money to the price 
level, Any increase or decrease in the supply of money which 
causes it to exceed or fall short of the quantity which people desire 
to hold in equilibrium produces an opposite change in the market 
rate of interest. The change in interest rates causes a discrepancy 
from the “natural rate,” and this discrepancy induces business- 
men to expand or contract the money rate of investment. This, in 
turn, results in a similar change in the flow of money income. How \ 
does this change itself bring about equilibrium in the demand for 
money holdings? Wicksell’s answer is that money income would 
go on changing until the money turnover and consequently the 
demand for money rose or fell sufficiently to absorb the altered | 
supply.® sf 
The importance of this mechanism is that it foreshadows more 
recent developments. True, we cannot regard Wicksell as having 
argued that the demand for money is elastic to interest rates in 
equilibrium. A comparison of one equilibrium price level with an- 
other shows different demands for money (in terms of money) 
with the same interest rates in both positions, according to Wick- 
sell’s assumptions. If, however, we observe the income velocity of 
money instead of the demand for money, we see both during the 
transition and in the positions of equilibrium a relation between it 
and interest rates. In the case we are examining where the natural 
rate may be taken as given, interest rates vary inversely with 
money and directly with money income. Therefore, if there is first 
a single increase in the quantity of money, and then a gradual rise 
in income, we have first a simultaneous fall in interest rates and in 
income velocity, and then a gradual rise in both to their original 
levels. Interest rates and velocity are thus uniquely related. It is 
true that in this case any rate of interest other than the original 
one is not an equilibrium rate, but if for any reason money income 
did not respond to the lower market rates while the increased 
quantity of money remained outstanding, the position would be 
one of equilibrium. It would then follow that velocity and interest 
® Lectures on Political Economy, trans. (London, 1935), II, 164 and 198. 
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rates are related in positions of equilibrium as well as during 
transitions. And velocity would not be determined independently 
of the amount of money. 

Nothing which Wicksell says, even in the system he is talking 
about, where the equilibrium value of V is independent of M, rules 
out the possibility of V being related to the rate of interest, either 
directly through balances held for purposes other than transac- 
tions,’ or indirectly through the effects of interest rate changes on 
transactions. 

What determines whether a change in M will influence V or the 
other factors P and/or R in the equation of exchange in Wick- 
sell’s system? In the first place Wicksell explicitly assumed con- 
stant employment," which means R is constant for purposes of a 
change in M, and that any change in MV can affect only P. But 
this assumption adds only one equation and still appears to leave 
open the question of whether a change in M will affect V or P or 
both. This one equation, however, is all that is required, because 
a given real income is associated with a definite natural rate of 
interest and, therefore, with a definite money rate in equilibrium. 

In other words, if real income is given, the equilibrium rate of 
interest is determined and so, therefore, is the equilibrium veloc- 
ity. The willingness of the community to hold the changed money 
supply results entirely from the change in transactions which re- 
sults entirely from price movements. We are back to a V which 
in equilibrium is independent of M, but whose independence re- 
sults from the independence of real income. V and i both drop 
out as dependent variables in Wicksell’s statement of equilibrium, 
but they do so only because the level of real income is specified. 
If our problem does not permit us to assume that real income is 
unaffected by the quantity of money, but, on the contrary, re- 
quires that we analyze the effect of a change in the quantity of 


9 In fact, Wicksell states the view of Mangoldt and others that ‘‘with low interest 
rates, especially in primitive conditions, a number of people, for reasons of conveni- 
ence or fear of taking risks, prefer to have large sums of money idle rather than to 
lend them, so that the velocity of circulation is retarded” and then comments ““The 
truth of this view can scarcely be disputed” (ibid., p. 197). 

1° Interest and Prices, trans. (London, 1936), p. 149 and p. 212 n.; also Lectures, 
II, 195. 
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money on real income, we must not consider V an independent 
factor. 

In short, Wicksell’s analysis of the transition suggests the inter- 
dependence of M and V. It explicitly assumed that real income is 
independent, in transition as well as equilibrium. 

3. The introduction of a variable real income.—As economists 
focused their attention on the problem of unemployment they 
had, of course, to discard the assumption that real income was 
determined by technological factors. Since money demand could 
affect real income as well as prices, and the supply of money could 
affect money demand in equilibrium, the assumption that R was 
independent of M had to be dropped. But if there can be several 
values of R in equilibrium there can be several values of i and, as 
the Wicksellian mechanism suggests, several values of V, so that 
the quantity and velocity of money are not independent. 

That M and V are not independent of each other is implied in a \, 
system of equilibrium such as that of Keynes, in which the de- 
mand for money (in money terms) is made a function of the rate 
of interest. According to this analysis, a fall in the rate of interest 
increases the community’s willingness to hold money in two ways. 
First, it stimulates expenditure and income so that the value of 
transactions rises and the amount of money which must be held 
against payments is increased. This factor is common to all the- 
ories of the demand for money. Second, a fall in the rate of interest 
directly increases the amount of money which people are willing 
to hold by reducing the sacrifice of holding assets in liquid form. 

This second and direct elasticity of the demand for money is one 
of the most conspicuous points in modern analysis as well as in 
recent monetary events. While it is not novel in economic litera- 
ture, its integration into the system of variables is a helpful de- 
velopment, for it is the main explanation of why velocity depends 
in part upon the quantity of money. We may see this most easily | 
by assuming that the amount of money which people desire to 
hold for motives other than that of making payments (i.e., “idle 
balances’’) is constant. Even in a system where the determination 
of income is fairly complicated, the assumption of constant idle 
balances causes all the factors determining money income other 
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than the payment demand for money to drop out of the picture. 
No matter how great or small the sensitivity of investment and 
consumption expenditure to the rate of interest," or how sensitive 
they are to changes in income, the volume of money income will be 
determined solely by the payment demand for money when the 
quantity of money is given. Interest rates must fall sufficiently to 
increase money income to whatever amount is required in order to 
absorb all the additional money in additional demand for pay- 
meat purposes.” 

But the assumption that idle balances are unaffected by inter- 
est rates is clearly unrealistic. We must admit some relation Le- 
tween them. When we do so, however, we open the door to new 
variables which help determine the effect of changes in money on 
income. The determinants of velocity then become more compli- 
cated, and any presumption as to the value of velocity disappears 
completely. Indeed, if we explicitly introduce these factors, we 
can see that only by extraordinary coincidence will velocity re- 
main constant when the quantity of money is altered. — 

We have seen that in Wicksell the interdependence of M and V 
is suggested, while real income remains constant. In the Keynesi- 
an system and those which have developed out of it, neither R nor 
V is assumed to be independent. Both are dependent variables. 
P is not independent, either, in the more explicit formulations," 
but a supply curve of labor in money units is introduced. This 
gives an equation through which the wage unit and prices are 
determined. Since we are interested in seeing what happens to V 
when it is not fixed from outside and when employment varies, we 
may, for this purpose, make the simple assumption that P is con- 
stant; i.e., the supply of output is perfectly elastic." 


™ Cf. J. M. Keynes, The General Theory of Employment, Interest and Money 
(London, 1936), p. 171. Provided the sum of the changes in them when interest 
rates change is not zero. 

12 This is the “classical special case’’ mentioned by O. Lange, “The Rate of Inter- 
est and the Optimum Propensity To Consume,”’ Economica, February, 1938, p. 19. 

13 E.g., J. E. Meade, “‘A Simplified Model of Mr. Keynes’ System,” Review of 
Economic Studies, February, 1937. 

4 In the General Theory Keynes sometimes talks of the wage unit as constant at 
points below full employment. Our assumption corresponds to this oversimplified 
version. The variability of V can, however, be shown without this assumption. 
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The same question may be put in the form “What happens to 
money income when the quantity of money varies?” If V is to be 
constant, the flow of money income must vary exactly in propor- 
tion to the variations in the stock of money. If this condition is to 
be fulfilled, the variables which determine income and the demand 
for money must have certain values. What these values are can- 
not be exactly expressed verbally, but the number of variables 
involved can be indicated. Let us consider the money value of in- 
vestment and consumption expenditures as functions of both the 
rate of interest and money income." The amount of money which 
people desire to hold (equal to the actual quantity of money, in 
equilibrium) is also related to the rate of interest and to money 
income. These two equations define, respectively, money income 
and the demand for money, and, therefore, in combination veloc- 
ity. The mere statement of them gives a hint as to how many fac- 
tors must be considered in analyzing the effects of a given change 
in the quantity of money. How much income will vary depends on 
the relations of each of the factors investment expenditure, con- 
sumption expenditure, and the desire to hold money, to the rate 
of interest and to money income, six relations in all. When the 
quantity of money increases, interest rates are depressed. (1) This 
directly increases the willingness to hold money and stimulates 
(2) investment and (3) consumption expenditure, which together 
constitute income. The increase in income further stimulates (4) 
investment and (5) consumption expenditure (multiplier), and 
(6) because of the increased volume of payments to be made, in- 
creases the desire to hold money. Thus, through the change in 
income, the demand for money is also indirectly elastic to the rate 
of interest. The system will again be in equilibrium when these 
changes have proceeded so far that the increase in demand for 
money is equal to the increase in supply. 

Will income have increased proportionately and velocity, there- 
fore, be the same? From this verbal exposition we can only say 
that the increase in income will be greater the less the desire to 

*s It would be more realistic to consider investment expenditures a function also 
of changes in money income. 


*© The relation of the multiplier to income velocity is obviously not a simple one. 
ts precise nature could be seen by formulating these relationships mathematically. 
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hold money increases as a direct result of a given fall in the rate of 
interest; the more investment and consumption expenditure rise 
with a given fall in the rate of interest; and the more they rise 
when income itself increases by a given amount. Finally, the 
rise in income will be the greater the less the increase in the mone- 
tary requirements for financing a given increase in income. But 
this is enough to indicate that the conditions for constant velocity 
are not simple. 

These conditions show why the direct elasticity of the demand 
for money to the rate of interest in equilibrium is particularly im- 
portant. If this direct elasticity is negative, the reactions of veloc- 
ity to changes in the money supply require the consideration of all 
six factors. If this elasticity were zero, on the other hand, velocity 
would be determined solely by the demand for money to meet 
payments. Factors (2) and (3) and, therefore, (4) and (5) would 
become greatly simplified because there would be nothing to pre- 
vent interest rates from falling as far as necessary to raise invest- 
ment and/or consumption enough to take up the whole new sup- 
ply of money in higher payment demand. 

Why should the demand for money be related in any direct way 
to interest rates? Keynes regards uncertainty as the main expla- 
nation of this factor in liquidity. He says: 

There is a necessary condition failing which the existence of a liquidity- 
preference for money as a means of holding wealth could not exist. This 
necessary condition is the existence of uncertainty as to the future of the 
rate of interest for varying maturities which will rule at future dates. For if 
the rates of interest ruling at all future times could be foreseen with certainty, 
all future rates of interest could be inferred from the present rates of interest 
for debts of different maturities, which would be adjusted to the knowledge 
of the future rates If the current rate of interest is positive for debts 
of every maturity, it must always be more advantageous to purchase a debt 
than to hold cash as a store of wealth. 


If, on the contrary, the future rate of interest is uncertain, we 
cannot infer all future rates from present rates on debts of dif- 
ferent maturities. 


If a need for liquid cash may conceivably arise before the expiry of » 
years, there is a risk of a loss being incurred in purchasing a long-term debt 
and subsequently turning it into cash, as compared with holding cash 
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There is, moreover, a further ground for liquidity-preference which results 
from the existence of uncertainty as to the future of the rate of interest, pro- 
vided that there is an organized market for dealing in debts. For different 
people will estimate the prospects differently and anyone who differs from 
the predominant opinion as expressed in market quotations may have a good 
reason for keeping liquid resources in order to profit, if he is right, from its 
turning out in due course that the d’s [present values of debts of different 
maturities] were in a mistaken relationship to one another.'7 


Thus, with a given structure of opinion among asset holders as 
to what interest rates will be at some time in the future, lower 
current interest rates will be associated with willingness to hold 
larger quantities of cash. For the lower are current interest rates 
(ie., the higher the current price of given earning assets) the 
greater is the capital loss which asset holders will expect, in view 
of their given attitude as to the future rates. 

Three observations concerning this modern formulation may be 
made. First, the emphasis on the direct elasticity of the demand 
for money to interest rates adds realism to the analysis of the de- 
mand for money. An analysis by motives removes the necessity 
for making the more or less impossible distinction between active 
and idle balances.** Attention is focused on the desire to hold as- 
sets in liquid form and the sacrifices involved in doing so. The 
concept of a demand for money becomes more realistic, liquid po- 
sitions and the state of the money and capital markets being 
statistically observable. Idle and active balances, on the other 
hand, are at best difficult to work with. The distinction between 


77 Quoted and paraphrased from The General Theory ....,’’ pp. 168-69. It is 
to be noted that Keynes does not bring forward any empirical evidence to show that 
the desire to hold money is in fact directly elastic to interest rates. This elasticity 
might equal zero; he has merely given a priori reasons why it may not equal zero. 
Some people deny that there is, in fact, any direct relation between interest rates 
and the demand for money. It should be observed that it would be inconsistent to 
deny this direct relation and at the same time to maintain that a change in the 
quantity of money can affect interest rates and leave money income unchanged while 
money holdings are in equilibrium. Some explanation of what makes people willing 
to hold the additional money is required. 

“To break down the money stock into separate parts, one of which is deter- 
mined solely by the interest rate, another by income, etc., as Keynes does, also 
appears less satisfactory than to discuss the rate of interest as one determinant of 
the demand for all money. 
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them appears to be artificial and to result from the necessity of 
finding something—called active balances—to which the analysis 
of V as an independent factor could be applied. Since the largest 
part of the money stock, on most accepted definitions, has no 
physical counterpart, the identification of active and inactive 
“units” of money—or units of money between time periods for 
any other purposes—has very little meaning. 

At the same time, the incorporation of this factor in a general 
system disposes of the artificial problem of whether it is their 
“active’’ or their “idle” balances that people decide on, i.e., which 
balances are independently and which residually determined. To 
suggest that the causation runs either one way or the other is mis- 
leading.’ As all economic theory suggests, the two variables are 
mutually determined along with other variables in the system. 

Second, as has been shown above, this formulation can be re- 
garded simply as that of Wicksell without the assumption of full 
employment in equilibrium. This modification should be perfectly 
acceptable to economists who are working with variable employ- 
ment, even if they believe that it constitutes only a “short-period”’ 
problem, and that in the longer run there is a tendency toward 
full employment. 

Third, this formulation is better suited to an attack on the 
problem of employment than is an approach in terms of M and V. 
Unless V is given from outside, i.e., is independent of the very 
variables we are analyzing, it cannot assist us in the analysis. In 
fact, it is determined only after we have answered the question we 
want to solve. In a system where real income is a variable, it is an 
over-all concept which blankets the six factors enumerated above 
on page 403, and in so doing conceals them.”® It is a hangover 
from those problems which involved only the last factor—the need 
for money to make payments. If we want to know how income 
will be affected by some change in the economic system, we must 
analyze the factors which determine the rate of expenditure in the 


9 Cf. H. S. Ellis, “Some Fundamentals in the Theory of Velocity,” Quarterly 
Journal of Economics, May, 1938, sec. v. 

2° Cf. Arthur Marget, The Theory of Prices (New York, 1938), I, 365, 368-70, 
372, for several good statements of precisely this same criticism. 
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community, and to do this we must explicitly include in the sys- 
tem the motives for expenditure. Analysis of income into M and 
V tells us nothing as to the determinants of expenditure and can- 
not, therefore, assist us in analyzing the determinants of income. 
The relation of money to income is the relation of a stock to a 
flow. Unless V has some independent validity, as it had within 
the limits of quantity theory assumptions, it is an ad hoc concept, 
devised to gear the flow to the stock in some manner which, with- 
out these assumptions, must be regarded as merely artificial. In 
the more general formulation above, this function is performed by 
the rate of interest, a factor which may be observed every day in 
the market place. It is the very nature of an interest rate to relate 
streams of income to stocks of assets. Therefore, it is the natural 
link between money and income. Attempts to use the simple MV 
approach can never discuss the relation between a change in the 
stock of money and a change in the flow of income because they 
require some factor by which to multiply the change in money 
stock. The analysis will not tell what determines this factor be- 
cause the motives to expenditure do not enter. Such efforts fre- 
quently end weakly by saying that we might as well assume that 
the new money will have a velocity equal to that of the old, with- 
out stating what this assumption implies as to the factors which 
really determine expenditure, or else they do talk about what 
really determines expenditure, but drop the velocity analysis 
completely. 

Unless income may be properly regarded as composed of two 
independent factors, it is no more significant to regard it as the 
product of the quantity of money times its income velocity than 
as the product of the number of redheaded people times the aver- 
age income per redheaded person. 

In Part II the foregoing criticism of the velocity approach is 
examined in connection with current policy problems. 


II 


In this section we discuss four problems of policy in the analysis 
of which the division of income into money and velocity is not 
only useless but may be absolutely misleading because it obscures 
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the motive which moves money, i.e., the desire for what money 
will buy. The specific issues are (1) the secondary effects of 
changes in expenditure, (2) the effect of changes in the supply of 
money on the national income, (3) the likelihood of inflation, and 
(4) the problem of excess reserves. 

1. What are the repercussions on income of initial changes in 
expenditure? This problem is usually discussed in terms of invest- 
ment expenditure or government deficits. There is no necessity 
for so confining the discussion; the problem is the general one of 
changes in expenditure. Nevertheless, we may point the discus- 
sion by speaking here in terms of government deficits, a question 
where clear analysis is of the greatest importance. Many attempts 
to analyze it involve the writers as well as the readers in a maze of 
difficulties. One difficulty has arisen from a confusion between, or 
association of, deficit expenditure and an increased supply of 
money. The major source of confusion (resulting from this one, 
perhaps) is the attempt to apply inappropriately the concept of 
average velocity and the time intervals relevant to it. 

The question “What happens to the representative unit of 
money?’ does not help us to analyze the effects of monetary 
expansion, because we must first go through a complete analysis 
before we can know what the representative unit of money is. 
And the notion of the time period required for a unit of money to 
“pass through a stage of production,” also used by some writers in 
this connection, is ambiguous.” One of the time periods relevant 
to the process of changing income, the lag between a change in 
sales and a change in purchases (i.e., the period during which 
inventories are allowed to be at a new level) has little to do 
with the passage of money as such. Money might be passed 
on in return for old assets or for the reduction of a liability as well 
as for current output. A meaning more relevant to money flows 
would be the lag between the receipt and payment of cash. The 
possibility of buying assets not currently produced makes this 

Cf. E. F. M. Durbin, The Problem of Credit Policy (London, 1935), p. 44, 2. T- 

2 Cf. “Mathematical Note” by R. G. D. Allen in Durbin, of. cit., p. 254. Also 
J. W. Angell, “The General Dynamics of Money,” Journal of Political Economy, 


June, 1937, p. 293, in which a whole analysis is constructed on the basis of a very 
special case. 
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concept more or less irrelevant to the process of changing income. 
The confusion between the time relevant to the passage of money 
and the time required for the transmission of changes in income 
(i.e., for current income to affect income-creating expenditures) 
has obscured many discussions of the process of income change. 

It will suffice to give one example of the errors which may re- 
sult. It has been argued that, since a deficit constitutes an addi- 
tion to money incomes, a constant deficit leads to constant infla- 
tion. The writer has elsewhere attempted to show the error in this 
reasoning.” Here we are interested in the origin of this error. The 
explanation apparently is that the deficit is assumed to be fi- 
nanced by a net addition to bank assets and deposits, so that a 
constant deficit results in a constant increase in the supply of 
money. But the conclusion that this constant expansion of money 
produces a constant expansion of income can only be based on the 
assumption that the velocity of the new money is constant. This 
“velocity of the new money” is often assumed to equal the veloc- 
ity of the existing money supply,”4 so that the total velocity is 
constant. But if both velocity and deficit are constant, there must 
be a steady increase either in consumption expenditure (inde- 
pendently of any increase in income) or in private investment. 
Yet this is not explicitly stated. If, on the other hand, the deficit, 
private investment, and the propensity to consume are all con- 
stant, then velocity must be decreasing, since income is constant 
and the supply of money is rising. 

Those writers who believe the prezumption is in favor of con- 
stant velocity ask what reason exists for it to decrease. What hap- 
pens to the additional money? In a formulation which permits 
unemployment, interest rates will also fall until the desire to hold 

*3 Cf. “A Note on the Effects of a Changing Deficit,” Quarterly Journal of Eco- 
nomics, February, 1939. 

** This assumption involves the idea that it is vc2ocity which tells us how much 
income will expand when the government has a given deficit. Since the concept of the 
multiplier is an attempt to answer the same question, and since there is no earthly 
reason why income velocity and the multiplier should be equal, there is supposed to 
be a conflict between the two concepts. Actually they operate in totally different 
spheres. The relation between the two can be derived from the equations of any sys- 
tem which explicitly includes the multiplier, the supply of money, and total income. 
See page 403. 
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money is, in equilibrium, again equal to the increased supply. But 
the willingness to hold an increased quantity of money need not 
result from an expansion of money income and transactions de- 
mand; it may result directly from the decline of interest rates. 
The average velocity of money would be higher or lower than be- 
fore, according to whether the total change in income had a higher 
or lower ratio to the income injection than total income before had 
to the money supply. Unless it is assumed that the desire to hold 
money is unrelated to interest rates, there is no particular pre- 
sumption that these two ratios will be the same and, therefore, no 
presumption that average income velocity will remain unchanged. 
Even if one supposes that the injection of income via the deficit 
has no secondary effects but that the fall in rates does induce a 
rise in income, there is still no presumption as to the effect on 
income velocity. It is absolutely impossible to infer anything at 
all concerning the effect on velocity unless one assumes that the 
quantity of money is the sole determinant of income, in other 
words, unless one assumes the value of velocity itself. 

There will, it is true, be special cases where the quantity of 
money is the effective determinant. Where the desire to hold 
money is absolutely inelastic to the rate of interest and income is 
not, then the expansion of income will be limited only by the 
transactions requirements for money. Interest rates will fall to 
whatever level is required to raise income sufficiently to take up 
all the new money. This is the Wicksellian case. Another special 
case would occur where the deficit itself rather than the fall in 
interest rates stimulates so great an expansion of income that 
monetary requirements would increase more than the increased 
supply of money permits. Here again the relation between the 
money supply and the transaction demand for money would be 
the effective limiting factor. But, in general, other factors are as 
likely to limit expansion. Indeed, there might even be no stimulus 
to expansion. Investment and consumption expenditure might 
not increase in response to the initial injection of income. They 
might not respond to any fall in interest rates. Or other motives 
for holding money might prevent interest rates from falling suf- 
ficiently. In the general case of a mutually determined system the 
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strength of all these reactions will have to be considered before 
any conclusions can be drawn concerning the effects on velocity. 

Let us consider a detailed analysis that employs the velocity 
approach. Professor Angell considers the secondary effects on in- 
come of a bounty of twenty dollars to consumers, paid in one 
lump sum.’ The effects on the time shape of the income stream 
are examined under three heads: (1) How Much Will Income In- 
crease; (2) How Permanent Will the Increase Be; and (3) How 
Much Time Is Required for the Changes To Work Themselves 
Out. In the first case it is assumed that there are no idle balances* 
and no new investment. It is also assumed that there is only one 
money-using production and exchange process, consisting of six 
stages, from consumer to raw material extractor, and that it takes 
an equal amount of time for each unit to traverse each stage. Asa 
consequence of the assumption that there are six stages in the 
production and exchange process, the “average unit of active 
money” passes through an average of four stages in traversing one 
“average payment circle.” 

Professor Angell makes a detailed step-by-step analysis and 
comes to the following conclusions: (1) Income will increase by 
five dollars per income-expenditure period; (2) it will remain at 
this higher level ;?”7 and (3) the time required to reach the higher 
level is six income-expenditure periods, i.e., a number equal to the 
number of stages in the exchange and production process. The 
average velocity of the new money is the same as that of the exist- 
ing stock. 

a) This last conclusion may be considered first. It is based on 
the idea that the twenty dollars bounty does not affect the ex- 
penditure of consumers during the first income-expenditure pe- 
riod. The bounty is spent in the second period, causing sales to 
rise. Money income paid to individuals, however, falls back to the 
prebounty level. In the third period sales also return to the level 
of income prevailing in the second period, but income rises four 

5 Op. cit. 


*6 An idle balance is defined as any sum of money which is held unspent, after its 
receipt, longer than what is for the recipient one habitual or normal maximum. 


7 Op. cit., p. 303, also p. 329. 
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dollars above the prebounty level as retailers pay that much to 
consumers and pay sixteen dollars to wholesalers. With a system 
of five stages, the direct expansion resulting from the bounty 
virtually ceases after the sixth period.** According to Professor 
Angell, this gives a “clear picture of the unfolding effects of an 
increase in the flow of money [sic] payments both through time 
and through the several stages of the aggregate production and 
exchange process.’’”? 

It appears to the present writer, however, that this picture is in 
general incorrect. The time taken to reach the limit of expansion 
is determined, according to it, by the number of payment stages 
times the length of the income-expenditure period. It will be re- 
called that this period is defined as “the average time interval 
required for money payments to pass through any one of these 
stages.’’’° The difficulty appears to lie in the confusion of this pe- 
riod with the time lag between a change in income and the result- 
ing change in expenditure (if any). Money is here associated with 
income; and cash income receipts rather than accrued income or 
expected income are implicitly assumed to determine current ex- 
penditure. Otherwise there is no connection between the length 
of time required for money to pass through a stage of production 
—whatever that may mean—and the reaction of expenditure to 
income. 

A correct analysis would show, I think, that the time required 
for expansion of income is related to the lag in purchases of cur- 
rent output.** Since business can and does make purchases in an- 

** Slight fluctuations still exist because of inequalities in the size of secondary 


waves, but they are fluctuations around a level which is five dollars per period higher 
than before the bounty. This conclusion is discussed below. 

29 OP. cit., p. 304. 

3° Ibid., p. 293. 

3* The number of stages in the production process is relevant not because of the 
necessit:y of making money payments, but because for every business unit another 
decision regarding replenishment or depletion of inventory must be made. Of course, 
in conditions of tight money, cash may actually have to be received before inventory 
can be replenished, but this can hardly be regarded as the general case. In any event, 
in a world whose economic difficulties appear to lie in the willingness of business to 
make expenditures rather than in problems of financing, it can hardly be regarded as 
the crucial point for practical analysis. 
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ticipation of increased sales, and even consumers can buy in 
anticipation of assured increases in their incomes, the “lag” in the 
effects of a bounty may clearly be negative, in which case the ex- 
pansion will precede the bounty. On the other hand, a consider- 
able period may intervene before increased income and sales are 
passed on in the form of increased purchases. In fact, they may 
not be passed on at all: businesses and consumers may take ad- 
vantage of the bounty to improve their current asset positions. 
If they do, no expansion need occur at all. These are the points 
which should be stressed in a discussion of the process of expan- 
sion through time. 

The mistaken analysis results from an attempt to use the con- 
cept of velocity for more than it is worth. The time periods which 
are relevant to velocity and the demand for money as such, the 
payment intervals, are relevant to little else. That real confusion 
may result from thinking in terms of them is illustrated in the 
present argument by the identification of the payment interval 
with the expenditure-reaction interval. Professor Angell, for 
example, in assuming that consumers will not spend the bounty 
until the next income-expenditure period, comments that “there 
is no reason to suppose that receipt of a small bounty will mate- 
rially alter the payment habits of the society.” If the govern- 
ment deficit were doubled, can one possibly suppose that the time 
which would elapse before income is fully affected would be deter- 
mined by whether wages were paid every two weeks or daily? It is 
difficult to believe that payment habits have much to do with the 
question. 

b) The errors to which the velocity concept may lead are again 
illustrated by the idea that the minimum and maximum time lags 
in the expansion process are determined by the stage at which the 
bounty is introduced. It is said, for example, that the lags are at a 
maximum when the bounty is paid to retailers, because money 
must pass through all the stages before getting to the consumers 
even for the first time.** But if an unconditional bounty is paid to 
a business enterprise, why should it ever be passed on to other 


# Op. cit., p. 300. 33 [bid., p. 308. 
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businesses? A windfall has improved the liquidity of the enterprise, 
but there is nothixg in the bounty as such which justifies the ex- 
penditure of it in any form other than dividends. The trouble ap- 
parently lies in the assumption that money (current purchases?) 
moves mechanically around the exchange circle.*4 

c) Even more serious, so far as policy is concerned, are con- 
fusions as to the permanence of the higher level of income. It does 
not require a painful analysis to yield the conclusion that the 
higher level will be permanent when it is assumed that income 
velocity remains constant. That this assumption is made should 
be obvious at once from the assumptions that there is no new in- 
vestment and that there are no idle balances. If there is no invest- 
ment, consumption is always equal to income. And if there are no 
idle balances, consumption expenditure—and, therefore, income 
at its equilibrium level—is immediately related to the increase in 
the quantity of money. Since all the new money is spent on con- 
sumption goods, it is obvious that the only limit to the expansion 
of income is on the purely monetary side. Income cannot expand 
by more than its old ratio to the money stock for this would imply 
that some of the money stock was “idle” before. Nor can it ex- 
pand by less, for then some of the money stock would become idle. 
Subject to the assumptions, the conclusions are of course correct. 
But the assumptions are needlessly unreal. The case in question 
is simply one of the special cases mentioned above, consumption 
being directly related to money holdings. Professor Angell states 
that his is a “plausible conclusion for it implies merely that the 
society uses the new moneys in the same ways, and with the same 
average circular velocity, that it used the previously existing 
money stock.’’3s In his special case it is, of course, not merely 
plausible; it is an absolutely necessary conclusion. 

Why there is anything at all plausible about this conclusion in 
the general case is not explained. To some it will appear to be an 
extraordinary coincidence. For, where we do not assume the con- 

44 The fact that this assumption is made explicit (ibid., p. 293) may make the 


logic of the argument unassailable, but it does not make the argument itself any 
more relevant to the question which is being analyzed. 


38 Ibid., p. 306. 
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stancy of income velocity, the question of what it will be when the 
new quantity of money is injected via a government bounty is 
precisely the problem. The rise in income cannot be permanent 
unless (1) none of the increase in income is saved on balance and 
there is a lag in its transmission, or unless (2) investment or the 
propensity to consume increases when the bounty stops. The 
reader is left with the impression that the maintenance of the 
higher level is to be expected, that it will fail to be permanent only 
if the new money flows at once into idle balances. But without one 
of these two conditions, it must either flow into idle balances or 
else be extinguished. If the first condition is not met, the whole 
case for the permanence of the increase in income depends on an 
increase of other expenditures. Yet the determinants of income 
are discussed with almost no reference to expenditure. 

The final conclusion, that the critical determining factors are 
the aggregate quantity of money and its average circular velocity, 
would be challenged by few economists. But we are left precisely 
where we were at the beginning. Virtually nothing is said about 
what determines the division of the new money into idle and ac- 
tive balances. Furthermore, this division is a determining factor 
only in a very mechanical sense. It is true that Professor Angell 
states that he is not interested in the real origins of the changes 
but in the working of the money payment mechanism. He stresses 
the interaction of monetary factors and the national income and 
approaches the latter via the former merely for convenience, he 
says. Nevertheless, it is impossible to resist the conclusion that 
the monetary side is regarded as more determining than deter- 
mined. Surely an analysis along the lines of a mutually deter- 
mined system would push the analysis of causes a few steps 
further and would be preferable to a retreat to symptoms. 

2. What is the effect on income of increasing the volume of 
money, for example, by extensive open-market operations? The 
presumption is clearly that the effect, if any, will be to increase 
rather than to decrease income. But what determines how great 
the effect will be, or whether there will be any? In certain condi- 
tions the demand for money may be very elastic to interest rates, 
or, to say the same thing in another way, the supply of loans 
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(including offerings of those already outstanding) may be very 
elastic, so that a given volume of open-market purchases may raise 
their price (lower interest rates) very little. And the slight fall in 
interest rates may leave investment unaffected. 

If we use the velocity terminology, it is necessary to say that, 
while the supply of money has increased, its velocity has fallen. 
Such a statement suggests that two things have happened which 
produce opposite and exactly offsetting effects on income. If the 
decreased velocity were unrelated to the increased quantity of 
money, it would be useful to say that two forces, working in op- 
posite directions, are present. But nobody’s judgment as to the 
relative desirability of money and other assets would have 
changed independently of the change in the quantity of money 
itself; nor would anyone’s demand for current output have 
changed at all. It is more useful to say that nothing has hap- 
pened which bears on income; it is the failure of income to change 
which should be emphasized. Since we have to know this before 
we can say that velocity has fallen, and since, for the purpose of 
analyzing income, this is all we want to know, why go on to divide 
the unchanged income by the increased money supply? In short, 
velocity does not help us to know what income is, because we have 
to know income in order to know velocity. If we know it, why not 
stop there? 

The same question arises when we consider the effects on the 
business cycle of stabilizing the volume of money. It has been 
said that such a policy would eliminate that part of depressions 
which is due to decreases in the quantity of money.* If the quan- 
tity of money did not decrease, such depression as is due to the 
decrease would most assuredly be eliminated! One can take no 
exception to this tautology. The question of analysis nevertheless 
remains: How much of depression is attributable to decreases in 
the money supply, in the sense that it would not occur if the 
money supply were maintained? This probably depends largely 
on how far the rate of capital expenditure would be maintained if 
the quantity of money were stabilized, and implies that a con- 

36 J. W. Angell in The Lessons of Monetary Experience: Essays in Honor of Irving 
Fisher, ed. Arthur D. Gayer (New York, 1936), p. 85. 
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siderable volume of capital expenditure is prevented by the de- 
crease in the supply of money. This is a factual question which no 
deductions from an equation of exchange can answer. 

Nor does the fact that money incomes and money supply de- 
cline together answer it. The association of falling expenditure 
and falling quantity of money need not indicate any absolute 
pressure on spenders, since the decrease in the money supply 
might reflect merely a voluntary repayment of bank loans. It 
would surely be misleading to attribute the fall in income to a fall 
in M merely because income velocity remained unchanged.*”7 Any 
significant statement concerning the cause of declining income 
must rest on an analysis of the determinants of expenditure; of 
course, including among them the availability of funds. The anal- 
ysis in terms of M and V conceals these relevant factors. Where 
the desire to spend has been reduced for reasons other than a de- 
crease in the supply of money, a policy which maintained the 
quantity might be of little use. The maintenance of the money 
supply might simply be reflected in a greater fall in velocity, 
which would bear the whole burden of the decline in income.* 
The decline in income itself might be unaffected. 

3. The problem of proper Federal Reserve policy during 1936 
and 1937, so far as it concerned the probability of inflation, pre- 
sented the question of velocity again. To some the large supply of 
money was a potential danger. “What if these deposits begin to 
turn over?”’ Many discussions of the problem, instead of analyz- 
ing what would make them “turn over,” virtually suggested that 
it was up to the deposits themselves to decide whether or not to 
turn over, as though money moves spontaneously against current 
output. The number of times money moves against current out- 
put is not a property of money itself; a high or low velocity does 

37 Of course, a higher money supply (and lower interest rates) might still be 
helpful, even if there were no forced liquidations. 

38 Sir James Steuart in 1767 expressed the opinion that an abundance of money 
would not raise prices as it would not enter into circulation but would be hoarded 
up in “‘treasures.’”’ Velocity would adjust itself automatically, the circulating money 
being determined by the needs of trade (cf. M. W. Holtrop, “Theories of the Veloci- 


ty of Circulation of Money in Earlier Economic Literature,” Economic Journal Sup- 
plement (“Economic History Series,” No. 4], January, 1929, p. 513). 
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not inhere in the money units themselves.*® In the “behavior of 
money,” money is the object, not the subject. It is men who be- 
have. Money will move when something has happened which 
makes men decide to spend more. Approached from this point of 
view there is nothing mysterious about how to assess the danger 
of inflation. Part of-the feeling that we were dealing with un- 
knowns in 1936 and 1937 may have arisen from difficulty in an- 
swering the relevant questions, but much of it undoubtedly arose 
from a failure to ask them. 

A less mechanical approach to the problem is obviously neces- 
sary. We need to know the conditions which determine expendi- 
tures and output. Financial statistics can tell us only under what 
conditions money can be obtained by would-be spenders and how 
stable these conditions are. To serve even this limited purpose we 
need to know more than the supply of money and the structure of 
interest rates. We must know something about the distribution of 
money and of long- and short-term securities. In addition to data 
bearing on the availability of money we need to know something 
about the level of inventories, the degree to which fixed capital is be- 
ing utilized, its state of maintenance and its age, and the business 
community’s appraisal of future profits from additional invest- 
ment. All this concerns expenditures, which is only one side of the 
inflation problem. It is necessary to know also how elastic output 
is for the period in question. We should need much fuller informa- 
tion than we now have concerning unemployment. Not only how 
many are unemployed, but how long have they been unemployed, 
who and where they are. We need to know something about the 
state of plant capacity, a shortage of which is sufficient, even with 
labor unemployed, to make output inelastic in the short period. 

These factors are mentioned not because of any novelty, but to 
indicate how much is concealed by talking of inflation in terms of 
the quantity and velocity of money. 


39 The velocity concept lends itself to the idea that money has feet, as Mrs. 
Robinson puts it, and that it may suddenly get up from a position of rest and run. It 
should be added, however, that there may be something in this notion in so far as 
consumers, and perhaps also businessmen, may be influenced to a slight degree in 
their spending by the amount of cash in their possession. To the extent that this is 
the case there is a direct relation between money holdings and national income. 
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Let us suppose that an analysis of the problem along the lines 
suggested indicated that inflation was unlikely. Would the mone- 
tary authorities be justified in dismissing an abnormally low veloc- 
ity as a fact of no significance? By definition it means that the 
community is holding an unusually large quantity of money in 
relation to income. Obviously some explanation is required if it is 
asserted that the low velocity may continue. A consistent expla- 
nation must be compatible with equilibrium of money holdings. 
A sufficient reason for a high ratio of cash holdings to income may 
lie in the low level of interest rates. With a given flow of money 
income a positive correlation between velocity and interest rates 
is to be expected. This is saying no more than that, with a given 
income, there is a negative correlation between the quantity of 
money and interest rates, since velocity and quantity of money 
then vary in inverse proportion. If an “abnormally” large quan- 
tity of money is not sufficient to raise income, obviously a “‘sub- 
normal” income velocity can persist. 

4. The practical importance of the speculative factor in interest 
rates is brought out sharply by the existence of excess reserves. 
The problem is not merely what to do about them, but why they 
exist. It is a surprising fact that economists, who have for years 
discussed problems of banking and international trade adjustment 
on the assumption that banks would always be “loaned up,”’ have 
apparently taken the existence of excess reserves as a matter of 
course. There has been practically no discussion as to why cash 
should be held in excess of legal requirements, although the facts 
cry out for explanation. Obviously the requirement of the law is 
not the only limitation on bankers in lending and investing, for if 
it were, banks would invest all they could. Unless the other rea- 
sons for liquidity are explained, it is impossible to foresee the ef- 
fects of a decrease in the liquidity of the banking system. 

The explanation of high liquidity lies in the low interest rates 
and uncertainty as to their future course. With Treasury bills 
yielding virtually no return, long-term assets will be bid up, but 
their yield will not fall below the point at which it is thought to 
compensate for the risk of capital loss if interest rates should sub- 
sequently rise. Below a certain point, also, it will appear more 
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profitable to wait in the hope of acquiring assets at a lower price. 
There appears to be no other reason why banks should prefer 
holding reserves idle to investing. That the present low level of 
interest rates is at least partly the explanation of excess reserves 
could only be proved, of course, by actually raising short-term 
rates and seeing if reserve balances continued to remain idle. If, 
for example, an unlimited quantity of Treasury bills were ob- 
tainable at 2 per cent, and there were no other significant changes, 
it seems safe to predict that excess reserves would be wiped out. 

The part played by expectations as to the future of long-term 
rates would be apparent if, for example, some arrangement were 
made whereby the possible capital loss involved in holding long- 
term securities were limited. The securities would in effect become 
short-term assets, and their existing yields would immediately fall 
to that of other such assets. A fall in yields following the reduc- 
tion of risk would be sufficient demonstration of a movement in 
demand. 

The existence of excess reserves can thus be accounted for. A 
low demand for earning assets as compared with cash will result 
in relatively small actual holdings of such assets (if this demand is 
low relatively to that of the rest of the community). The banking 
system, unlike a single bank, does not increase its total reserves by 
reducing its earning assets,‘° but it does diminish its deposit 
liabilities. Thus, a relatively strong desire for liquidity can ac- 
count for high excess reserves on the part of the whole banking 
system. 

The implication for central bank policy of this speculative mo- 
tive for liquidity may now be pointed out. The simultaneous ex- 
istence of high excess reserves and yields of over 2 per cent on 
long-term assets suggests that the banks are afraid to purchase 
more of these assets. This fear, in turn, suggests uncertainty as to 
their future prices and, therefore, instability of the present price. 
If the banks are unready to buy more of these assets for such 
reasons, they will probably be very ready to sell those they al- 
ready hold. In other words, the indication is that the banks are 

4° Assuming that it does not sell to the public for currency or to the central bank 
or Treasury. 
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“weak holders” and that the market is in a vulnerable position. 
Any fortuitous event or deliberate act of policy which leads any 
holder to revise upward his expectation as to what yields will be wt 
some future date (or which leads him to think that other holders 
will so revise their expectations) may cause a rush to sell, each 
uncertain holder wanting to sell before prices decline appreciably. 
Once this selling rush begins, courageous support of the market is 
necessary to prevent a drastic rise in yields. According to this 
diagnosis, which emphasizes uncertainty of expectations, such 
support would be effective if it reassures holders that long-term 
rates will not be permitted to rise greatly. For if it is known that 
the authority will go to whatever lengths are necessary to support 
the market, it will not be necessary to go to great lengths. Only if 
the assurance is weak and unconvincing need there be any drastic 
fall in prices. 

This discussion has apparently wandered some distance from 
the problem of velocity. But the distance is more apparent than 
real, for one of the chief reasons for the dependent variability of 
velocity, as was stated in the early part of this paper, is the 
tendency for the nontransactions demand for money to vary in- 
versely with interest rates. The existence of excess reserves estab- 
lishes the existence and importance of the speculative motive for 
liquidity on the part of banks, with whom it is easily observable. 
It is reasonable to suppose that other holders of long-term assets 
are likewise influenced by their views as to future prices. Sharp 
one-way movements of asset prices alone, whether or not excess 
reserves exist, suggest a highly “psychological” market. The real- 
ity of this motive for liquidity is emphasized not only because of 
its bearing on the velocity concept, but also because it must be 
taken into account in determining credit policy. Our failure to 
realize the vulnerable position of the government bond market in 
1936 and 1937 may be traceable to our neglect of the important 
question of why excess reserves exist, which in turn reflects our 
failure to analyze adequately the nature of the demand for money. 
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I. INTRODUCTORY 


HE purpose of this paper is to take some further steps 
in the direction of generalizing the theory of spatial com- 


petition. The very fact that Professor Harold Hotelling’s 
pioneer article’ explained so successfully the close similarity of the 
Republican and Democratic platforms in 1928 indicates that 
something more was needed im’1936, It was probably true to say 
in 1928 that by moving to thécerfter of electoral opinion neither 
party risked losing its peripheral support. The situation at the 
present time requires no elaboration; suffice it to say that neither 
party feels itself free to compete with the other for the undecided 
vote at the center, in full confidence that it will retain its support 
from the extremes of political opinion. Leaving the political anal- 
ogy, Hotelling’s assumption of completely inelastic demand means 
that neither competitor makes sacrifices at the ends of the market 
when he invades his rival’s territory; thus there is no check on the 
two competitors’ moving together. Actually, elastic demands do 
impose such a check and do account for the fact that equilibrium 
is frequently established, with the competitors free to move but 
spatially separated. I do not dispute Hotelling’s conclusion that 
there is a tendency for two competitors to cluster nearer to the 
center than to the quartiles of a linear market; I suggest, however, 
that it is important to analyze not only the forces that tend to 
bring them together but also those that keep them apart. An im- 
portant step in this direction was made by A. P. Lerner and H. W. 
Singer,? who modified Hotelling’s assumption of complete inelas- 
ticity by postulating that demand was inelastic over a price range 
* “Stability in Competition,” Economic Journal, March, 1929, p. 41. 
* “Some Notes on Duopoly and Spatial Competition,” Journal of Political Econ- 
omy, April, 1937, p. 145. 
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extending from zero to a finite upper limit. However, it seems de- 
sirable to go further and assume an elastic demand function at 
every point of the market. This I shall do in this paper, to the 
modest extent of assuming an identical linear demand function at 
every point of a linear market. 

Hotelling and Lerner and Singer have confined themselves sub- 
stantially’ to the extreme competitive assumption that each com- 
petitor fixes his price and location, assuming that the price and 
location of his rival remain unaffected by his action. In this paper 
I shall consider, in addition, cases where each competitor makes 
his adjustments.expecting reactions from his rival. ~~~ 

Finally, a considerable part of this paper will be concerned with 
the effects of the magnitude of the freight rates‘ and of changes in 
marginal costs for one or both producers. 

The analysis of these problems can be carried out rigorously 
only by mathematical methods. Although the methods are ele- 
mentary, their application is complicated.’ For this reason and 
also for the reason that the mathematics do not bring out clearly 
the economic principles involved, I have attempted to present the 
whole argument in purely verbal form and to indicate in an ap- 


pendix the general mathematical methods.® 
Considerations of space suggest that the discussion should be 


3 Lerner and Singer do modify this assumption in cases where one competitor 
attempts to cut out his rival entirely. I shall deal with this point later. 

4 Hotelling’s simple result (09. cit., p. 50), that profits depend directly on freight 
rates, is true only in the special-demand situation he has examined. Lerner and 
Singer’s treatment of freight rates (op. cit.) depend on the setup of their particular 
problem, and no general principles are developed. I know of no treatment of the 
problem of changes in marginal costs. 

s G. H. Orcutt of the University of Michigan has constructed a mechanical model 
for solving this problem with a greater degree of generality than is possible by ana- 
lytic methods. The principle of the machine is to represent, for each competitor, 
price, quantity per unit distance, and distance by voltage drops along linear re- 
sistance wires. These resistance wires are included in an electric circuit such that 
the product of these three voltages, i.e., total profits, can be read off a voltmeter. 
The machine is operated by varying price and distance for each competitor, in ac- 
cordance with the assumptions of the problem, until a simultaneous maximum is 
achieved. 

6 The need to return to Marshallian orthodoxy in this problem has been impressed 
on me equally by Lerner and Singer’s geometry and by my own algebra. 
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confined to cases where the producers are free to shift their loca- 
tions at will. However, some indication of the solution of the 
fixed-location problem’ in its relation to freight rates will be given 
in footnotes. 

Il. ASSUMPTIONS 

We have now to formulate two sets of assumptions—the struc- 
tural assumptions which limit the problem as a whole and the 
assumptions as to the character of the competition. 

The structural assumptions are as follows: 

1. There is a linear market bounded at both ends. 

2. At every point of the market there can be only one price, 
and there are identical linear demand functions relating price to 
quantity sold per unit of time at that point. Thus, the total 
amount sold at any point is supplied by the competitor charging 
the lower delivered price at that point. 

3. There are two competitors, A and B, having single locations. 
We can, without loss of generality, assume that A is located to the 
left of B. 

4. The competitors are subject to constant marginal costs. Ex- 
cept where we are considering the effects of (small) changes in the 
costs of one or both competitors, marginal costs for both com- 
petitors will be assumed equal and zero. Fixed costs will be ig- 
nored throughout. 

5. There is a uniform freight rate per unit of distance for both 
competitors, which is independent of distance and of the price 
and quantity of the goods transported. 

6. Each competitor will sell on an f.o.b. mill basis.* That is, he 

7 For a discussion of equilibrium in the fixed-location problem see Erich Schnei- 
der, ““Bermerkungen zu einer Theorie der Raiimwirtschaft,” Econometrica, January 
1935, Pp. 79. Schneider does not deal with the freight-rate problem. 

*I am restricting this paper to f.o.b. mill selling entirely for reasons of space. 
The analysis of the case where each producer attempts to maximize his expected 
profits at every point of his sections of the market is very similar to the f.o.b. case. 
Whereas in the f.o.b. case delivered price, by definition, exceeds mill-price by the 
full amount of freight costs from the mill to the point of delivery, in this case, given 
the linear demand conditions we have assumed, delivered price will be equal to 
mill-price plus half the freight costs from the mill to the point of delivery. Thus, 
since in both cases we havea linear relation between mill-prices and delivered prices, 
the qualitative results of the argument will be the same. 
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will fix a mill-price to prevail at the point where he is located, and 
his delivered price will be computed by adding to the mill-price 
the freight cost from his mill to the point of delivery. 

7. Each competitor is free to move his location instantaneously 
and without cost.? 

8. Each competitor will attempt to fix his mill-price and his 
location so as to maximize his instantaneous rate of profits in re- 
spect of his total sales. 

9. The relation of freight rates to demand conditions is such 
that, in all the cases under examination, there are sales at every 
point of the market." 

















(b) 
Fic. 1 


The setup described by the above assumptions can be illus- 
trated by Figure 1. CD represents the linear market of length /, 
and A and B the positions of producers A and B, respectively. 
AM and BN are their respective mill-prices, denoted by #, and #,. 
The lines MP and MR show delivered prices for A, while NR and 
NQ show delivered prices for B. The slopes of these delivered-price 


® Although these assumptions are quite unrealistic in many cases, I feel—and 
I take it that Lerner and Singer also feel—that they are useful for demonstrating 
clearly certain fundamental economic tendencies that have a wider application 
than merely to the problem at present in hand. I need only refer once more to 
Hotelling’s brilliant analogies and to the use made by Chamberlin (Theory of Mo- 
nopolistic Competition [Harvard University Press, 1933]) of the theory of spatial 
competition to illustrate the theory of product differentiation. 

1° This assumption avoids the necessity of considering the possibility of loca- 
tional indeterminateness. This question has been aciequately dealt with by Lerner 
and Singer (op. cit., p. 150). 
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lines will depend on the freight rate. It is evident that A will not 
be able to sell to the right of S, or B to the left of it. The vertical 
lines CF and DG are drawn for reference, of height b—d being the 
price intercept of the demand curve—shown in Figure 1 (b), which 
is assumed to be of the form » = ag + 5," where p denotes the 
delivered price charged at any point in the market and g the 
quantity sold at that point, and a < 0, b > o. The distances AC 
and BD of the competitors from their respective ends of the 
market are denoted by x, and x,, respectively, while their dis- 
tances from S are denoted by d, and d,. It is worth emphasizing 
that x, and x, are within the complete control of the competitors, 
whereas d, and d, depend on the mutual interactions of their price 
policy and their location policy. We shall term the regions AC 
and BD the “hinterlands” of A and B, while AB will be called 
their “competitive region.” 

Our next problem is to consider the conjectural hypotheses 
made by the competitors as to each other’s behavior. In contrast 
to the nonspatial problem of imperfect competition, each com- 
petitor’s policy will depend on his estimate of his rival’s reactions 
in respect both of price and of location. We shall be concerned 
with the following three cases. 

1. Each competitor in making an adjustment assumes that his 
rival will set a price equal to his own and will adopt a location 
symmetrical with his own. By this is meant that A in fixing his 
location will assume that B will fix his location so as to make 
BD = AC in Figure 1. Our analysis will show that if the com- 
petitors behave in this way the equilibrium position they will 
achieve will be the same as if they had acted jointly as a monopo- 
list. Thus, for want of a better term, I shall describe this situa- 
tion as “full quasi-co-operation.” 

2. Each competitor assumes that his rival will have the same 
price reactions as above but will keep his location unchanged. 
This situation may be termed “quasi-co-operative as to prices and 
competitive as to locations.” 

™ Although in our present problem price is the independent variable, the demand 


function is written in this form for the sake of convenience in the mathematical 
analysis. 
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3. Lastly,” we have the case which is substantially that ex- 
amined by Hotelling and Lerner and Singer, where each com- 
petitor assumed that both the price and the location of his rival 
will be fixed independently of his own. That is, there is competi- 
tion both as to prices and as to location. This we may term “full 
competition.”” However, I shall not assume, as Lerner and Singer 
do originally,"* that this assumption holds where one competitor 
adopts a price and location policy designed to cut his rival out of 
the market entirely; such credulity as this implies is fantastic— 
as Lerner and Singer realize. Nor shall I consider their amend- 
ment'*—that a competitor adopts such a price and location, not 
with the hopes of cutting his rival out entirely, but with the 
strategic purpose of forcing him into a disadvantageous location. 
It seems to me that such action is virtually a declaration of eco- 
nomic war which is likely to be reciprocated and that the com- 
petitors will try to achieve Lebensrdiume satisfactory to both be- 
fore resorting to policies of extermination. However, we shall see 
that in some conditions no such equilibrium is possible—and in 
those cases the possibilities of economic warfare must be con- 
sidered. 

The three cases proposed for examination are, of course, ex- 
treme, and in general the situation would be somewhere between 
quasi-co-operation and full competition. I have elsewhere™ used 
generalized methods of formulating the problem so as to cover 
such intermediate cases, but in the present problem the complexity 
involved is too great to make that procedure worth while. Exam- 
ination of the extreme cases indicates, at any rate, the qualitative 
results for the intermediate cases.” 

Considerations of symmetry would seem to suggest that we should consider 


also competition as to prices and quasi-co-operation as to location. However, since 
such a situation seems of little importance, it is omitted for the sake of brevity. 

13 Op. cit., p. 151. 4 Ibid., p. 161. 

*8 A. Smithies, “Equilibrium in Monopolistic Competition,” Quarterly Journal of 
Economics, November, 1940, p. 95; and A. Smithies and L. J. Savage, “A Dynamic 
Problem in Duopoly,” Econometrica, April, 1940, p. 130. 

+6 The foregoing statement of the problem has ignored (for the sake of simplicity) 
the possibility that a competitor expects his rival to react to a price or location 
change by adjusting, respectively, his location or price. 
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Il. VERBAL ARGUMENT 


The attempt to solve our problem by purely verbal argument 
will involve little more than an appeal to informed common sense, 
but it seems worth while to make it in order to establish some 
general principles which will help to indicate the solution to prob- 
lems that are too complex to be treated by rigorous methods. 
Our first problem is to determine the equilibrium position under 
our various competitive hypotheses. However, it seems pedagogi- 
cally helpful to begin with a discussion of the (well-known) equi- 
librium position of a monopolist in the type of market and sub- 
ject to the cost and f.o.b. selling conditions we have postulated 
for competitors. Second, we shall consider the dependence of equi- 
librium on the level of freight rates and, third, determine the 
effects of changes in marginal costs for one or both competitors. 


I. CONDITIONS FOR EQUILIBRIUM 

A. Monopolist—A monopolist will be free from the asymmetry 
of having a hinterland on one side of him and a competitive region 
on the other. His markets on both sides of his mill will be equally 
exploitable. Assuming the monopolist has one plant, then, if he 


had no freight to consider, it would be indifferent to him where 
he located, and he would charge a price of b/2 at every point in 
the market in order to maximize his profits. Now, how will the 
existence of a freight rate affect him? It will mean, first, that he 
is unable to charge a uniform price at every point and, second, 
that he must decide how much of the freight to absorb himself 
and how much to “pass on” to consumers. Both of these exigen- 
cies will adversely affect his profits, so that his third problem is 
to locate himself at the point where their burden is minimized. 
It requires no argument to answer the third question; obviously, 
the monopolist will locate at the center of the market. Turning 
to the second question, the imposition of a freight rate is precisely 
analogous to the imposition of an excise tax per unit of commod- 
ity, uniform at every point of the market but, for any one point, 
linearly dependent on its distance from the mill of the producer. 
Now, for the cost and demand conditions assumed it is well known 
that a monopolist will absorb part of the tax himself and will 
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pass some on to consumers in the form of a higher price. These 
considerations apply to the present case, and when the require- 
ment of f.o.b. selling is introduced it can be adduced that at his 
mill (located at the center) he will charge a price which is less 
than 6/2 by a determinate amount which is less than the cost of 
transporting a unit of commodity over half the length of the mar- 
ket, while at the ends of the market he will charge a price which is 
greater than 5/2 by another such amount. 

If a monopolist should have two plants instead of one,"’ the 
considerations of the foregoing paragraph make it evident that 
in order to maximize profits he will locate one plant at each quar- 
tile of the market, and in respect of each plant he will behave, in 
respect of its own half of the market, in the same way as the 
monopolist with the single plant behaved in respect of the whole 
market. 

B. Full quasi-co-operation—tThe essential difference between 
two competitors and a two-plant monopolist is that each com- 
petitor strives to occupy more than half the market, whereas the 
monopolist aims at maximizing profits in each half of the market. 
Successful invasion on the part of one competitor involves both 
enlarging his hinterland and occupying a greater fraction of the 
competitive region. The essential limitation on such incursions is 
that every move to add new territory is accompanied by less suc- 
cessful exploitation of the original hinterland (because of the 
higher freight charges involved). 

Now, in this case of full quasi-co-operation we are, in effect, 
postulating that there are no profits to be gained from invasion— 
for each competitor assumes that any price he sets and any loca- 
tion he adopts will be identically met by his rival. Then, no mat- 
ter what he does, neither competitor can expect to occupy more 
than half the market. Hence, he will not be prepared to make any 
sacrifices in his hinterland, and his efforts will be directed to ex- 
ploiting half the market so as to maximize profits. It is evident 
that in this case the mutual actions of both competitors will re- 

'7T am not here concerned with the interesting theoretical problem of the opti- 


mum number of plants for a monopolist. I merely assume that the optimum number 
is two. 
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sult in an equilibrium position that is identical with that of the 
two-plant monopolist. 

C. Quasi-co-operation as to prices; competition as to locations — 
In this case each competitor believes to an equal degree that he 
has one effective strategy for increasing his territory—namely, 
moving closer to the center while expecting that his rival will not 
change his location but will meet price competition. We can thus 
expect (except in the limiting cases to be dealt with) that equi- 
librium will be achieved with each competitor at an equal dis- 
tance from the center of the market and closer to it than the 
quartiles. Although each competitor will be disappointed in his 
hopes for territorial expansion, neither will retire toward the quar- 
tile position because he believes that any gains he may make in 
his hinterland will be more than offset by losses to his rival, whom 
he does not expect to retreat. 

Although we have excluded competitive price-cutting from this 
case, the (equal) equilibrium mill-prices for the competitors will 
be lower than in Case B. This is due to the fact that average 
freight charges to the hinterland of each producer will be higher 
than if he were situated at his quartile, and in order to maximize 
his profits he will charge a price lower than 6/2 by an amount 
greater than that in Case A.** 

D. Full competition—Here each producer thinks he can in- 
crease his territory both by moving toward the center and by 
price-cutting. And, what is more, he believes that these strategies 

*8 In discussing the process of adjustment in this and the following case, I am 
implicitly assuming that the starting-point of each competitor is farther from the 
center of the market than his ultimate equilibrium position. This is not necessary; 
the equilibrium position is independent of the starting-points. Suppose (in Fig. 1) 
B is located as a monopolist at the center. Then A, assuming B will remain there, 
will locate at the optimum position between C and B. Producer B will then find it 
profitable, to some extent, to sacrifice some of the competitive region in order the 
more effectively to exploit his hinterland. This retirement of B will encourage fur- 
ther advance of A, and so on. The process of adjustment will involve successive 
advances by A and successive strategic retirements by B, until each reaches his 
equilibrium position. It is also evident from this example that if B is originally 
located at the center we have lost no generality by assuming that A locates to the 
left of B. Also, once A has located to the left of B, B will move to his right; and A 


will have no inducement to move to the right of B, since the greater segment of the 
market lies to the left of B, where A already is. 
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are not independent of each other in their effectiveness. Price- 
cutting increases the advantages of territorial advance and vice 
versa."® And, as before, he has to make hinterland sacrifices in 
respect of both strategies. Again equilibrium will be achieved, 
with equal prices and equal territories, closer to the ae 
to the quartiles. The prospects of gain from price-cutting aréd of 
loss from price-raising will result in a lower equilibrium price than 
in Case B, while the complementary relationship of price-cutting 
and locational advance will mean that the latter policy will be 
carried further than in Case C and equilibrium will be established 
closer to the center of the market. 

Tn the light of our analysis we can now see the implications of 
Hotelling’s assumption of zero elasticity of demand. This means 
that a producer by altering his position does not affect his position 
in the hinterland, since he can always pass on to the consumer 
his entire freight charges without affecting profits. Thus, there 
are no restraints to territorial advance, so that the competitors, 
if both are free to move, will inevitably both move to the center 
of the market. 

2. DEPENDENCE ON FREIGHT RATES 

The argument of the preceding paragraphs has clearly indicated 
that the relation of freight charges to demand conditions is of 
critical importance in the quantitative determination of equilib- 
rium. In our present problem our special assumptions make it 
possible to say that the critical relation is the ratio of the cost of 
transporting a unit of commodity the whole length of the market 
to the price intercept of the demand curve, i.e., b. For brevity, 
I shall denote this ratio by s. Our present purpose, then, is to 
supplement the description of the four equilibrium positions we 
have determined by considering specifically their dependence on s. 

Cases A and B (two-plant monopoly and full quasi-co-operation). 
—In these cases we have seen that the equilibrium location is 
uniquely determined—at the quartiles. The magnitude of s is 
therefore relevant only in so far as it affects the equilibrium price 

9 This proposition can be proved mathematically. It is to be noted that this 
complementary relationship also obtains in Case C, but since in that case price- 


cutting is not undertaken, the relation in that case will be inoperative in inducing 
the competitors to move nearer the center than they otherwise would. 
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and profits. We have already seen that if the freight rate ap- 
proaches zero the equilibrium price will be 6/2, and as freight rate 
increases it will be profitable for the producers to absorb some of 
the increase in the form of a lower mill-price. Hence, the greater 
the value of s, the smaller will be the equilibrium mill-price. Also, 
it follows from general principles that profits will decrease as s 
increases. 

It remains to determine the conditions under which the whole 
market will be supplied. Clearly, s can have a value in excess of 
which it will be unprofitable for each producer to supply the out- 
lying parts of his market. This critical value of s is determined by 
finding the value for s for which the delivered price both at the 
ends and at the center of the market is 5; and sales at these points, 
consequently, are zero. A simple calculation shows that this is 
the case if s = 8/3, and at that point the equilibrium mill-price 
b = bi = pr = b/3. 

Cases C and D.—In both these cases it follows from our previ- 
ous argument that hinterland sacrifices will be gfeater and pro- 
spective gains from territorial expansion toward the center will 
be less, the greater the value of s. This suggests, first, that s 
may be sufficiently high to force the competitors to establish equi- 
librium at the quartiles and, second, that s may be sufficiently 
low for the hinterland deterrents to be inoperative, so that the 
competitors will both move to the center. 

Such is the case. If we determine the conditions under which 
the competitors are charging a price } and selling zero quantity at 
the ends of the market, we find that they will be located at the 
quartiles and will also be charging price } and selling zero quan- 
tity at the center. The necessary and sufficient conditions are 
again s = 8/3, and again we have » = b/3. Hence we can say 
that in the cases examined, for s = 8/3, the equilibrium price and 
location of the competitors is independent of the nature of the 
competition. 

Let us next consider the effect of low values of s. We have seen 
that the tendency to move toward the center of the market is 
stronger in Case D than in Case C, so that we should expect the 
minimum value of s necessary to keep the competitors apart to 
be greater in the latter case than in the former. Our calculations 
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confirm this inference; we find that d, and d, in Figure 1 will be 
zero if s = 4/7 in Case C, and 8/11 in Case D. The corresponding 
prices are 36/7 and 36/11, respectively. If s is less than 4/7 in 
the one case and 8/11 in the other, the competitors will still move 
to the center and remain there in their efforts to maximize profits, 
although a maximum in the mathematical sense will not have been 
attained. 

Hotelling”® recognizes the instability of this situation; and this 
implies that in his case the stability in competition depends on the 
difficulties of shifting location, which may be overcome in the 
long run. Equilibrium at the center would be stable only if one 
assumes that each competitor sells only in his own hinterland and 
does not attempt to invade the hinterland of his rival. I prefer 
to say that the forces of competition that eliminate the competi- 
tive region also destroy the inviolability of the hinterlands, and 
that once the competitors have come together they compete as 
duopolists in the entire market; and that the whole question must 
then be reopened and examined from the point of view of the 
theory of duopoly in a nonspatial market, which theory can be 
applied to the present case with but trivial modifications and. , 
upon which I shall not attempt to embark here. 

Our next problem is the somewhat more complicated one of 
determining the general relations between s and the equilibrium 
price and profits. We have seen that forces of competition drive 
the competitors nearer to the center of the market than in the 
case of full quasi-co-operation, in futile endeavors to increase 
their territory; and the deterrent to these activities is the magni- 
tude of s with which they are faced. In this case it is by no means 
clear that maximum profits are associated with the lowest possible 
freight rates or that, as freight rates increase, equilibrium mill- 
prices decrease. In fact, for Case D, we have already seen that 
where s = 8/3 the mill-price is greater than where s = 8/11. One 
is led to believe that there are values of s between these extremes 
which will maximize prices and profits, respectively. In other 
words, up to a certain level freight rates will serve to protect the 
competitors from their own self-destructive instincts. (This point 
may be readily apprehended by imagining the extreme case of an 

2° Op. cit., p. 52. 
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insuperable wall erected at the center of the market. This would 
undoubtedly increase profits for both producers, since they would 
then be forced to act as monopolists.) Our previous argument has 
shown that in Case C the competitors need less protection against 
themselves than in Case D. This suggests that the optimum value 
of s is lower in Case C than in Case D. The effect of higher freight 
rates is to make the behavior of the competitors more monopolis- 


TABLE 1 














Case C: 
Equilibrium at 
: 4/7 (©.57) | 3/7 (0.43) | 9/98 (0.092) | 1/2 (0.50) 
Maximum profits. . . . 0.72 0.44 0.004 ©.43 
Maximum price ©.72 0.44 ©.004 0.43 
2.00 ©.37 ©.072 0.27 
Equilibrium at the 
quartiles 8/3 (2.67) | 1/3 (0.33) | 1/18 (0.056) | 1/4 (0.25) 


Case D: 
Equilibrium at the 


8/11 (0.73) | 3/11 (0.26) | 9/121 (0.074) | 1/2 (0.50) 
0.084 


Maximum profits. . . . 1.00 ©.33 ©.39 
Maximum price 1.70 0.36 ©.077 ©.29 
2.00 ©. 36 ©.070 0.27 
Equilibrium at 

quartiles 8/3 (2.67) | 1/3 (0.33) | 1/18 (0.056) | 1/4 (0.25) 

















tic; this has the effect initially of increasing both prices and prof- 
its. But in the cases under examination the rise of prices under 
the influence of increasing freight rates will persist longer than 
the rise of profits—appreciably longer in Case D and inappreci- 
ably longer in Case C. Eventually, however, the competitors will 
find it profitable to absorb part of the increase of freight rates by 
charging lower mill-prices. 

The results of this argument can now be summarized by giving 
the results of the numerical calculations in Table 1.” 

*It is worth recording that the analysis of the section applies also to the fixed- 


location problem dealt with by Hotelling in the first part of his paper (pp. 45-47), 
where locations are fixed and each competitor assumes his rival will keep his price 
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3. CHANGES IN MARGINAL COSTS 


In this section we shall consider the effects on the equilibrium 
situation of (a) a small change in marginal costs equal for both 
producers (i.e., we shall consider the effects of marginal costs 
rising above the zero level that we have hitherto assumed) and 
(b) a small increase in the level of marginal costs for one producer 
alone. We shall also, as before, consider the case of the monopolist 
for the sake of comparison. 

a) This case offers no difficulty; the general reasoning from 
nonspatial markets indicates that in all the cases examined, in- 
cluding the monopolist, it will be profitable to pass on part, but 
only part, of the increased costs to the consumer in the shape of 
higher prices. In Cases A and B, where equilibrium is established 
at the quartiles, this rise of price will have no effect on location. 
In Cases C and D, where the equilibrium positions of the com- 
petitors are, in general, closer to the center than to the quartiles, 
they will find it profitable to move back toward the quartiles in 
order to reduce the incidence of higher prices on sales in their 
hinterlands, which constitute the greater part of their respective 
markets. In fact, if marginal costs rise sufficiently we shall have 
a case analogous to that examined in the last section, where the 


unchanged. If the freight rate is zero, it is obvious that the competitors will cut 
prices to zero on these assumptions. Also, if we assume that the fixed locations are 
at the quartiles, the situation where the whole market is only just being supplied 
will be identical with the cases already examined; namely, we shall have s = 8/3 
and p = b/3. In the same way as before, freight rates up to a certain level will 
protect competitors against the destructive effects of price competition; up to that 
level a rise of freight rates will increase profits, while prices will continue to rise 
somewhat longer. Table 2, analogous to Table 1, summarizes the numerical results. 


TABLE 2 








Prices Prorits 





SITUATION 
6 Multi- bi Multi- 
plied by plied by 


Zero freight rates . 0.00 ©.00 
Maximum profits . 0.375 ©. 110 
Maximum prices....... > ©.40 0.095 
Zero quantities at the ends 

and center of the market 1/3 (0.33) 1/18 (0.056) 
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competitors will not move from the quartiles, no matter what 
competitive assumptions are made. 

b) This case is more complicated, and we must consider the 
various cases separately. 

Case A: If the costs rise for one plant of a monopolist, it will 
be profitable for him to raise the price charged in that plant, but 
it will also be profitable for him to use his low-cost plant to supply 
more than half the market. Further, as we have seen, it is profit- 
able for him to locate each plant at the center of the part of the 
market that it supplies. Hence, the monopolist will move his 
high-cost plant nearer to its end of the market than to the quar- 
tile and his low-cost plant nearer the center. This readjustment 
will also involve reducing the mill-price charged by the latter 
plant. 

Case B: The case of full quasi-co-operation is now somewhat 
different from that of the monopolist. For the small rise of mar- 
ginal costs for one competitor is assumed not to alter either pro- 
ducer’s expectation that he will continue to supply half the mar- 
ket. The competitors will continue to locate at the quartiles. 
Producer A, whose marginal costs have risen, will raise his price 
in order to charge the monopoly price appropriate to his new 
cost situation for half the market, while producer B, whose costs 
have not changed, will continue to charge his old price. Although 
A will be disappointed with the results and B will be pleasantly 
surprised, we are still entitled to regard the situation as one of 
equilibrium. However, this equilibrium will contain the germs of 
instability. Depending on the size of the rise of A’s marginal costs, 
B’s joy and A’s consternation will tend to make them revise their 
assumptions in the direction of B’s expecting A to charge a higher 
price than his own and vice versa. Our analysis must, therefore, 
be confined strictly to small changes of marginal costs. 

Cases C and D: In both these cases A, whose marginal costs 
have risen, will charge a higher mill-price and move back toward 
his quartile. A’s retreat will improve B’s position in the competi- 
tive region. This opens up to B the possibilities of charging higher 
prices and of moving toward the center, except that the more he 
moves toward the center, the less profitable will it be for him to 
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charge a higher price. In fact, it may be profitable for him to 
charge a lower price, depending on the extent of his move. What 
he actually does depends on the freight rate or, more accurately, 
on s. The smaller the value of s, the greater will be the tendency 
for him to move toward the center and charge lower prices, while 
for larger values of s he will move less toward the center and will 
raise his price. The critical values of s are approximately 0.65 in 
Case C and 1.70 in Case D. 

This concludes the verbal argument. It should be pointed out 
that in this type of argument it is impossible to do justice to the es- 
sential character of the adjustment as one of mutual determination, 
and in this respect the arguments of this part sin more than once. 


IV. MATHEMATICAL APPENDIX 


In this appendix I shall merely indicate the general methods 
used to reach the conclusions arrived at by verbal argument in 
Part III.” 

We shall make use of the following symbols. Geometrical ref- 
erences are to Figure 1. Let / = the length of the market; r the 
freight rate per unit of distance; x, and x, the distances of A from 
D and B from C, respectively; d, and d, the distances from S of 
A and B, respectively; p, and , their mill-prices; and ¢, and ¢, 
their marginal costs. 

The variables within the control of the competitors are p, and 
x, for A and p, and x, for B. The quantities d, and d, are depend- 
ent variables and may be expressed in terms of the four independ- 
ent variables. Then letting 7, and 7, be the profits of A and B, 
respectively, we may write 


= ®, (pr, why pa, Ya, 7, Cry b) , 
= F (pa, Xay Pry Xr, 7, Cay )) ° 


The producers aim at maximizing not their actual profits but 
their expected profits. Expected profits for A may be obtained 
from these functions by substituting for p, and x, the values that A 


*2 A detailed presentation of the mathematical argument is available in mimeo- 
graphed form on application to the author. 
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expects these variables to take on as the result of his own action. 
Thus, in Case A he will expect p, = p, and x, = x,, while in Case B 
he will expect », = ~, and x, to remain unchanged by his action. 
In Case C he wili expect both p, and x, to remain unaffected by 
his action. 

Now, for A and B simultaneously to maximize their expected 
profits, the following conditions are necessary: 


Ours _, O8e , Ste ., Oh 
Ox; Op: Ox, Op, 


°. 


In order to obtain manageable solutions to these four equations, 
it was necessary to assume c, = c, and to assume a linear de- 
mand function at every point of the market. The solutions then 
express the optimum values of p,, 2, X:, %; 7, and w, as functions 
of r, J, and c. 

By investigating the behavior of these functions with respect 
to r the results given in Table 1 can be obtained. The results 
given in Table 2 are obtained by imposing the restriction x, = x, 
= 1/4. 

The effects of a change in marginal costs for both producers 
are found by determining the effects of a small change in c, while 
the effects of a change in the marginal costs of one producer are 
found by taking as our starting-point c, = c, and determining the 
effects of a small change in ¢,, ¢, remaining unchanged. 
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New School for Social Research 
New York City 


HANCELLOR BACON suggested new sciences; but Coper- 
nicus and Kepler invented some,” says Voltaire,? with more 
admiration for the practicing scientists than for the methodolo- 

gist. Most of us economists will be inclined to share this attitude. Who 
knows how many young minds have succumbed to ravages of method- 
ology? Perhaps more than there have been wasted on wrong methods. 
I know of at least one fat German book on business cycles, written in 
the 1920’s by an able young man, and occupied, in its bulk, by the dis- 
cussion of the difference between Da-Sein and So-Sein! 

Yet, even Kepler must sometimes have wondered at the novelty of 
his (and his nearest predecessors’) methods, not only of his results. 
Such discussion of methodology, by seasoned insiders, is useful and 
probably, from time to time, necessary. Methodology may talk of in- 
duction and deduction; but it should itself work as an inductive sci- 
ence, should build on experience. For example: to state a priori that 
economics can never become quantitative is as invalid as the older 
statement a priori that men will never fly because flying is against 
man’s nature. 

For some time a learned body has occupied itself with the method- 
ology of social sciences and has done it inductively: the Appraisal 
Committee of the Social Science Research Council chooses books 
known as outstanding and gathers written and verbal comments from 
men of experience in the field. In economics, F. C. Mills’s dassic was 
a happy choice: provocative of further thought, yet weighty in itself. 
The comments, supplied by outstanding and varied minds, representa- 
tive of the competing types and shades of thought, were on a high 
level throughout. A brilliant systematic critique by an economic the- 

* Critiques of Research in the Social Sciences: II. An Appraisal of Frederick C. 
Mills’ “The Behavior of Prices.” By Raymond T. Bye. With a rejoinder by Freder- 
ick C. Mills, a panel discussion, and a commentary by Read Bain. New York: 
Social Science Research Council, 1940. Pp. xix+335. $1.00. 

* Essai sur les meeurs et ’ esprit des nations (stereotype ed.; Paris, 1805), Vol. VII, 
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orist, R. T. Bye, is accompanied by two earlier reviews (written in 
1929 by Jacob Viner, the economist, and Bruce Mudgett, the statisti- 
cian) and a rejoinder by F. C. Mills. These “Documents” were sub- 
mitted to members of a conference. Its full day’s proceedings form the 
bulk of the remainder of the book; in addition to the Foreword by 
Chairman E. G. Nourse and the concluding Commentary by Rap- 
porteur Read Bain, which supply appraisals of the appraisal so com- 
prehensive and lucid that this reviewer feels relieved from a large part 
of his burden and at liberty to concentrate on one or two special 
points. Besides those named, the following participated actively in 
the conference: M. A. Copeland, A. F. Hinrichs, E. S. Mason, W. C. 
Mitchell, O. C. Stine, T. O. Yntema. 

It was natural that the debate between professional economic the- 
orists and the author of The Behavior of Prices could not evade the issue, 
“induction vs. deduction.”’ It is comforting that, in principle, every- 
one agreed that both induction and deduction are necessary. Yet it is 
a fact, as Professor Mitchell remarked in a supplementary statement 
appended to the Proceedings, that 
the men who regarded themselves as representatives of economic theory 
seemed to believe that the men they thought of as representing statistical 
inquiry hold that economic theorizing is altogether futile. The statisticians 
repudiated with emphasis the view imputed to them. What I do not know 
is whether their repudiation was believed or will be remembered. Similarly, 
some statisticians seem to think that economic theorists ascribe small value 
to the contributions made by statistical work. If so, the professions of men 
like Viner and Bye should dispose of the imputation. But once again I am 
not sure that the people inclined to make such charges are adequately im- 
pressed by repudiations. 

However, it is this kind of psychological variety and resistance be- 
hind logical unity and agreement, which makes the Proceedings read- 
able and lively. The chairman and those who edited the stenotyped 
records “for brevity and coherence,”’ while skilfully preserving the 
undertones and the differences in emphasis, must be congratulated on 
their mastery of dialectical orchestration and counterpoint. 

But the discussion was by no means confined to the old issue, “‘in- 
duction vs. deduction” —or, at least, not in its old form. A great part 
of the controversy may be labeled instead as “causal vs. stochastic,”* 

3 “Stochastical” economics was so called, and strongly advocated, by statisti- 


cians of the Russian school—L. Bortkievicz, A. A. Tschuprow, Stanislaus Kon, 
O. Anderson, and others. See, e.g., Russky Ekonomitschesky Sbornik (Prague, 


1925). 
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or, as Mills puts it, “mechanical relationships vs. concepts of prob- 
ability.” Neither formulation is really satisfactory, as causality is 
neither opposed nor discarded by probability, and as there exists sta- 
tistical mechanics (see Mills’s own quotation from Clerk Maxwell, 
p. 137). When E. Mason asked Mills (p. 208): “Were you merely in- 
terested in describing How prices behaved, or were you interested also 
in the further question of Why they behave the way they do?” Mills 
was right in answering ‘‘No”’ to the first part of the question. 

The issue is: Are there among the “‘thousand causes” which influ- 
ence the price of a commodity some few particularly strong ones which 
work according to some uniform relationships? Or are such causes and 
relationships (which might be called ‘“‘systematic”’ in contradistinction 
to the remaining “random” ones) absent in the field of prices? If their 
presence is proved, or even only suspected, they must be made use of 
in the hypotheses which the investigator has to test. This point, though 
perhaps in a different formulation, was strongly pressed by Professors 
Bye, Viner (both in their written statements and orally in the fore- 
noon discussion), and Yntema. They did not deny, though, that the 
systematic relationships are, in any case, overlaid by random disturb- 
ances and can be observed only as statistical averages. 

If, on the other hand, systematic relationships are altogether ab- 
sent, or not likely to exist, the investigation, while still questing for 
causes, has to deal only with aggregates of unidentifiable random 
causes. These aggregates may have their own forms and regularities, 
which may be disclosed by the frequency distributions of the observed 
effects. To give an example from another field than price statistics: 
The skew distribution of incomes may be the result of the fact that, 
on the whole and over a long period of time, the annual absolute change 
of a man’s income has been the larger, the larger his previous income— 
whatever may have been the cause of such change in each individual 
case.‘ Mills’s analysis of price distributions was dictated by a similar 
attitude but aims specifically at testing the “‘stability” of a given 
frequency distribution. He uses merely formal criteria of stability (the 
standard errors of higher moments) which have not been clearly or con. 


‘Kapteyn, Skew Frequency Curves in Statistics and Biology (Groningen, 1903); 
later revised in important points (pertaining to stability) in Kapteyn and v. Uven, 
Skew Frequency Curves: Second Paper (Groningen, 1916). R. Gibrat (Les Inégalités 
économiques |Paris, 1931]) applied Kapteyn’s ideas to actual distributions of income, 
wealth, sizes of plants, of cities, of families. See also F. Y. Edgeworth, “On the 
Representation of Statistics by Mathematical Formulae,” Journal of the Royal 
Statistical Society, 1898-1900. 
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vincingly proved either by him or by his predecessors, Truman Kelly 
and Karl Pearson. The only other “stability” analysis of economic 
aggregates known to me is that by Cantelli.s It has a different basis. 
The whole subject does open new and interesting avenues. (We hope 
to discuss it on another occasion.) Although Mills’s stability analysis 
occupied nearly one-third of his book, Mr. Mudgett’s comments on it 
could not be discussed in the conference. But the conference paid at- 
tention to the fact that Mills omitted, when comparing price distribu- 
tions at various points of time, to identify the individual commodities. 

For those who believe in the existence of systematic relationships 
in economics this omission meant neglect of important information. 
For the same reason, Mills’s critics objected to his having studied inter- 
regional price differences without any resort to that presumably deci- 
sive systematic factor, transportation costs. They further emphasized 
the lack of economically meaningful qualitative grouping in his list 
of commodities. All these criticisms were, it is true, partly outdated 
by Mills’s later work, or completely disarmed by his programmatic 
declarations. His Anatomy of Prices, 1890-1940, published since, also 
meets some of the criticisms. In the same vein, he laid stress both in 
the discussion (p. 284) and, in fact, already in The Behavior of Prices 
on the presumable connection between the empirical price variability 
and the neo-classical elasticity of demand; although more precisely 
formulated hypotheses as to this connection might be welcome.*® 

It must not be regretted that this agreement in principle had not 
been achieved before the discussion started. Both the criticisms and 
the rejoinders did illustrate a serious problem, even if it is probably 
impossible to find, among reasonable men, pure adherents of the one 
or the other opposite extreme. It is a fact that various people have 
various degrees of belief in the existence of strong systematic relations 
in economics. 

SIn 1920 (Metron) and 1929 (Giornale degli economisti), Cantelli applied a 
theorem used in molecular physics (in addition to certain tentative economic postu- 
lates) to deduce Pareto’s income distribution. The tacit assumption underlying the 
theorem says (if translated into economic terms) that for all individuals the a priori 
probability of belonging to a given income bracket is the same. This is not con- 
vincing. 

6 For a few rough suggestions on this point, induced by F. C. Mills’s Economic 
Tendencies in the United States (1932), see p. 376 of my “Annual Survey of Statis- 
tical Information,” Econometrica, Vol. I (1933). On the rationale of price dispersion 
see, besides O. Lange’s earlier work, H. W. Singer, “Price Dispersion in Periods of 
Change,” Economic Journal, 1938. 
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Also, they are interested in different kinds of such relationships. 
Professors Bye and Viner, for example, pay much attention to certain 
constant attributes of plausible human behavior as assumed and de- 
veloped in the “‘economic theory” from Adam Smith to Marshall and 
Pareto; on the other hand, Professors Mills and Mitchell are apt to 
emphasize regularities due to technological features of given industries 
(pp. 247, 258). The reviewer cannot help feeling that it would be a 
pity if we should not avail ourselves of that type of hypothesis provided 
by our insight’—however imperfect or ambiguous—in the behavior of 
our fellow-men. This is our only advantage against those who study 
genes or electrons: they are not themselves genes or electrons. 

There was some tendency, in the discussion, to identify economic 
theory with static economic theory; or even (on pp. 278-79) with 
static economic theory in two variables only. The relationship between 
price and demand (with size and distribution of national income kept 
constant) appeared as a favorite example of economic relationships 
which might be tested empirically; and demand “‘shifts’’ were some- 
times identified with external “disturbances.” However, T.O. Yntema 
and others (pp. 270-80) rightly pointed out that static demand analy- 
sis can deal with more than two variables at once. He might have 
added that dynamic relations—i.e., relations between nonsimultaneous 
variables—such as the influence of past profits on current investments, 
yield themselves to similar studies, with similar obstacles and qualifi- 
cations. I do not see much difference in principle—as far as the method 
is concerned—between static and dynamic regularities, if such at all 
exist. A typical static regularity is, for example, the convex shape of a 
consumer’s indifference line. This hypothesis may or may not be tested 
directly, but it is in any case in accordance with one fact: the prices 
paid and quantities bought do not change from day to day by more 
than a few per cent; this comparative stability would not have been 
possible with nonconvex indifference lines, because then there would 
be no particular cause for anyone to decide for one rather than for any 
other purchase.* In addition it is plausible—apart from certain obvi- 
ous exceptions—that, as we have more and more of a good we get fed 
up with it and are prepared to substitute larger and larger quantities 


7I wonder whether “insight” is the linguistic equivalent of Max Weber’s Ver- 
stehen? (See “Methodological Introduction,” Wirtschaft und Gesellschaft.) 


* Compare Hicks’s methodological remark on this point in Value and Capital 
(Oxford, 1939), pp. 22-23. 
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of it against a given amount of some other good. Thus a certain ele- 
mentary theoretical function seems adequately to describe actual hu- 
man behavior; other elementary functions may describe technological 
facts, such as production conditions. Our task is to explain, in terms 
of such elementary relations, other more complicated ones which we 
also observe. 

In dynamics the proceeding is similar. Certain fundamental hypoth- 
eses on behavior—e.g., the hypothesis that people expect high future 
profits when current ones are high—may be in closer correspondence 
with observations (including ‘‘insight”) than others; and in addition 
there are again certain physical constants, like the duration of produc- 
tion processes or of the life of a machine. The task of a business-cycles 
theory is to explain observed regularities of more complex phenomena 
(prices, output) in terms of such elementary ones. A necessary step is, 
no doubt, to ascertain the existence of such regularities—a task to 
which Mills and Mitchell have devoted much work. Another necessary 
step, made from the opposite end of the track, is to postulate elemen- 
tary hypotheses—the point stressed by Bye, Viner, and Mason. In 
actual fact, no economist wants—no one could if he wanted—to keep 
his eyes on one end of the track only. J. Tinbergen may be named as 
one who tried to cover the whole length of the track. His distillation 
of regularities from the data does not yield more of them, and is prob- 
ably less reliable, than Professor Mitchell’s.? But his work has the ad- 
ditional interest of formulating, albeit tentatively, a comprehensive 
system of elementary postulates: a “dynamic model.’”’ Methodologi- 
cally, it has the same character as those static models familiar from 
Marshall and Walras. 

The inherent difficulty in which our discipline finds itself was, per- 
haps, most significantly documented by the contributions of Professor 
Viner to the appraisal. In the morning session he emphasized—coining 
formulations which possibly belong to the best in the field—the need 
for economic postulates. It seems to the reader that, under Viner’s 


9 I have tried to show this point in a contribution, “Economic Interdependence 
and Statistical Analysis,” to the Henry Schultz memorial volume, Studies in Mathe- 
matical Economics and Econometrics (Chicago: University of Chicago Press, 1941). 
For the present discussion it is the second volume of Tinbergen’s “Statistical Test- 
ing of Business Cycles” (Business Cycles in the United States of America, 1919- 
1932 [Geneva, 1939]) which is important. J. M. Keynes (Economic Journal, 1939) 
criticized Tinbergen without knowing the second volume and thus failed to do 
justice to Tinbergen’s main contribution as an economist. 
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leadership, unity was achieved on that subject. But in the afternoon 
the debate shifted to the question (pp. 261-62, 266, 271-73) whether, 
in fact, any economic regularities, except perhaps seasonal ones, have 
ever been empirically observed as valid for a long period of time. On 
this Professor Viner remained more or less isolated, his morning’s theo- 
retical companions (as Mr. Bye or Mr. Yntema) showing less skepti- 
cism than he did. 

The question is a serious one. Professor Viner’s belief in an ex- 
tremely great variability of economic parameters is perhaps less strong 
than it may appear. He will hardly suggest as probable that some de- 
mand curve may change its slope to the extent of becoming an increas- 
ing instead of a falling one; and he may admit that even less extreme 
rotations are, though possible, not plausible except through rare and 
rapid upheavals in fashion or technique. A comparison of relative 
prices as between Diocletian’s edict and Mills’s tables might throw 
some light on the slowness of human changes. The French say, plus 
¢a change plus ca reste la méme chose. However, whether the task of 
finding some fundamental sameness behind the superficial changes is 
or is not hopeless (or, at the best, yields mere platitudes) cannot be 
answered except by experience. Mr. Viner was right in giving his skep- 
ticism the form of a challenge to his colleagues to tell him of any con- 
crete regularities, if such exist. To the examples they gave (Mr. Yntema 
mentioned cost functions, p. 274) we might add the international com- 
parison of income-elasticities of demand for food, rent, etc., made by 
Allen and Bowley.® If the list of such examples remains meager, one 
of three attitudes must be taken: either (1) to abandon economics al- 
together except as a description of the past without lessons for the 
future; or (2) to confine statements to the type: ‘‘y will rise if x falls, 
and if nothing else happens; but something else which may or may not 
prevent ‘‘y” from rising when “x” falls in an actual historical situation" 

R. G. D. Allen and A. L. Bowley, Family Expenditure: A Study of Its Varia- 
tions (London, 1935), table on pp. 32-33. 

™ T have added the italicized words after an exchange of letters with Professor 
Viner. This correspondence has also yielded the following statements of Professor 
Viner, which I feel will benefit the reader, as my interpretation of the minutes of 
the conference is necessarily less authentic than recent statements made by one of 
the participants. These statements—the reader will notice—show Professor Viner 
as less “skeptical” than he appeared to the present writer on reading the conference 
report; they contain much that will encourage those who, like the present writer, 


believe in “econometrics.” 
“I am not skeptical as to the possibility of finding substantial statistical verifica- 
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will surely happen”’; or (3) to give up the quest for systematic relations 
(involving few variables), but not the quest for the accumulated result 
of “thousand forces”: the stochastical attitude which we have men- 
tioned above. 

To sum up: agreement was achieved on the need for systematic 
hypotheses, to precede or accompany statistical study; but it was again 
queried whether those hypotheses can be really confirmed by statistical 
studies. The contention was not an apriori one; nor can it be met 
except by practical work. 

This main difficulty—the scarcity of systematic relations, the pres- 
ence of potent disturbances—must shape our aims. What can be the 
use of economic research? Because, in spite of Newton’s pebbles and 
Ranke’s “this is what happened,” the criterion of usefulness was ever 
present in the mind of the appraisers. Did this mean useful for pre- 
dictions? Useful for inventions? I hope it meant the latter (p. 281). I 
hope we can become “social engineers” (Read Bain) ; I don’t believe 
we are much good as prophets. 


tion for ‘systematic’ hypotheses. I am skeptical about finding statistical counter- 
parts, derived from unmanipulated historical data, for such hypotheses. In other 
words, I am skeptical about finding concepts exemplified by events. The statistical 
verification that I do have some hope in would consist in showing that the hypothe- 
sis stands, or has some claims to stand, when inevitable deviations of the events 
from the hypothesis can reasonably be accounted for by ‘systematic’ extensions of 
the original hypothesis and by the operation of the ‘thousand’ factors which no 
systematic structure can explicitly and specifically take into account and which 
must therefore be dealt with, in so far as that is at all possible, through probability 
theory. The regularities I am skeptical about are not regularities in human be- 
havior in a constant environment, but overt regularities of human behavior in a 
constantly changing and, from the point of view of systematic economic theory, 
erratically changing environment [March 22, 1941]. 

“T have looked over the text of my comments in the Critique, and I find that I 
repeatedly stated that it was not the predictive value of statistical analysis that I 
was questioning, but the identity of any possible statistical setup with any abstract 
and necessarily simplified conceptual model. I have really not supposed that any- 
one would find this even a debatable point [April 8, 1941].” 

™ R. Bye said (p. 282): “The ultimate justification of all science is the power it 
gives us to make things go the way we want them to.” Whether ultimate or not, it 
is an important object of science. 
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Exchange Control in Central Europe. By Howarp S. Exuis. (‘Harvard 
Economic Studies,” Vol. LXIX.) Cambridge: Harvard University 
Press, 1941. Pp. xiv+413. $4.00. 

In Professor Ellis’ splendid book the foreign-exchange policies of 
Austria, Hungary, and Germany are painstakingly investigated. These 
three case histories are prefaced by a chapter on the nature of exchange 
control and followed by one on exchange control theory, retrospect, and 
prospect. 

In all three countries capital flight gave the initial impetus toward 
exchange control, and in all three an understandable fear of inflation 
made devaluation immediately impracticable. The resulting use of an 
official exchange rate gave rise to currency overvaluation and to de- 
velopment of various devices to give exporters the advantage of some 
degree of exchange depreciation. Austria finally withdrew from “all 
but rudimentary” exchange control, thus writing what Professor Ellis 
calls a “unique chapter in monetary history” (p. 49). In this respect, 
however, the Austrian record is not altogether dissimilar to that of 
some Latin-American countries which have fluctuated back and forth 
from extreme to moderate exchange control. 

The drastic decline in world agricultural prices and the European 
drive toward agricultural self-sufficiency heavily unbalanced Hungary’s 
international accounts, made particularly vulnerable by large debt 
services. Exchange control to cope with capital flight was unavoidable. 
But the author concludes that it was secondary in effect to the influ- 
ence of world-depression and -recovery (p. 150) and was retained as “an 
established instrument of protectionism and étatisme’’ (p. 149). Save 
for control of capital flight, he finds no ‘‘net economic gain which Hun- 
gary could legitimately ascribe to exchange control’’ (p. 152). 

Nazi claims that German foreign-exchange policy is a streamlined 
monetary system to meet new conditions give special interest to Pro- 
fessor Ellis’ detailed and conclusive analysis. He concedes that de- 
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valuation was not feasible in Germany up to the middle of 1932 and 
that exchange control was essential to restrain capital flight until de- 
flation could restore equilibrium. But the expansion program of 1932- 
33 made inevitable either open devaluation or permanent exchange 
control with concealed devaluation (p. 189). Cost disequilibrium was 
perpetuated ; overvaluation penalized exports, encouraged imports, and 
made inevitable the imposition of clearings. The author concludes that 
by the end of 1936 the only real argument against open devaluation was 
its incompatibility with the “active economic policy”’ (p. 232) which, 
under the shelter of exchange control, ‘prevented any substantial sur- 
plus of exports and the continuation of foreign debt service and repay- 
ments” (p. 198). Bilateralism decreased the customary favorable Euro- 
pean balance and decreased the unfavorable overseas balance. Autar- 
chy dictated increased exports and reduced imports of finished goods. 
Exchange control had become trade control; ‘‘political aims engulfed 
the economic calculus’’ (p. 285). After 1932 both the favorable terms 
and the volume of exports declined—it is “difficult to believe that the 
high Reichsmark rate on balance actually netted any economic advan- 
tage in the international trade of Germany”’ (p. 322). 

In general, Professor Ellis observes the tendency for a “real’’ rate of 
exchange to reassert itself despite exchange control (p. 313), and notes 
the reduced share of exchange-control countries in world-trade and the 
“characteristic downward-balancing effect”’ of bilateralism on exports 
and imports (p. 316). Only by exploiting a monopolistic or monopson- 
istic position is a country likely to gain (p. 335). 

The reviewer finds very little to temper his enthusiasm for this 
study. Having in mind the Latin-American experience with German 
exchange control, he would have liked more information on the deter- 
mination of exchange rates in clearing agreements. The assertion that 
the getting of more favorable terms of trade is the chief motive (aside 
from preventing capital flight) of holding a monetary standard at an 
artificially high level (p. 194) is not true of some Latin-American coun- 
tries—e.g., Argentina. Also, to the fourth aim of exchange control (p. 
296) might well be added the obtaining of exchange profits—again 
very important in some South American foreign exchange policies. The 
assumption (p. 337) that the market rate for sterling between, say, 
1934 and 1939, was an equilibrium rate is somewhat surprising. 


Frank A. SOUTHARD, JR. 
Washington, D.C. 
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Studies in the Theory of Money and Capital. By Ertx Linpaxt. Lon- 
don: George Allen & Unwin, Ltd.; New York: Farrar & Rinehart, 
Inc., 1939. Pp. 391. $3.50. 

The three studies which, translated, make the content of this book 
have the following titles: (1) “The Dynamic Approach to Economic 
Theory”; (2) ‘“The Rate of Interest and the Price Level’’; (3) “The 
Place of Capital in the Theory of Price.” The first of them had not 
been published before, the second was published in 1930, the third in 
1929. 

Despite the high quality of workmanship, the theoretical acumen, 
and the wealth of stimulating ideas which characterize these studies, 
the reviewer is not convinced that their publication in book form was 
advisable; he rather would have seen Professor Lindahl write a new 
book. The reason is threefold: first, Professor Lindahl’s ideas, ob- 
viously, have undergone changes during the past decade, a develop- 
ment which induced him to amend his former writings by footnotes; 
second, the papers, being studies, fail, at not infrequent places, to 
achieve the utmost possible simplicity (e.g., the unnecessary algebra 
in the section: ‘‘Relations Valid Both for Prospective and Retrospec- 
tive Values”; or the complicated casuistic in describing the “cumula- 
tive process caused by lowering or raising the level of the interest 
rates”); and, third, the failure is largely due to the fact that the studies 
(at least the second and third) were written before economists were 
taught, by the recent work of J. Robinson, Keynes, and Hicks, both 
the necessity and the advantages of treating monetary and “dynamic” 
theory on “marginal” lines. The absence of this viewpoint is particu- 
larly noticeable at two places—in Lindahl’s treatment of the pricing 
problem under dynamic conditions (third study) and in his interpreta- 
tion of the discounting principle in the theory of capital value. In 
order to avoid repetition, we will discuss the third study as a whole. 
Its intent is to enlarge the Walrasian system by introducing the notion 
of the production period into the equation system. In this way the 
stock of equipment goods, rigidly given not only as to quantity but 
also as to quality with Walras, regains the plasticity (without losing 
quantitative determinateness) which is so essential during the transi- 
tion from disequilibrium to general equilibrium. The most remarkable 
trait in Lindahl’s approach is his clear insight into the limited scope 
of any such general equilibrium pattern. ‘“This relation may be ex- 
pressed by saying that the values in question are a necessary condition 
for the continuation of the stationary state, but not that they are a 
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necessary consequence of certain given functions concerning supply, de- 
mand, etc. For if other prices were conceived to be introduced into the 
system, a dynamic process would set in, concerning which nothing defi- 
nite can be said without more precise assumptions as to anticipation 
and planning, etc.”’ (pp. 310-11). The usefulness of such a system (in 
which the functions are not a picture of reality and are without causal 
significance) is highly doubtful. Lindahl wants it to apply to a com- 
parison between independent stationary communities, but since the 
fact of “‘stationariness’’ and the equilibrium values of the magnitudes 
must be given and known in advance, while the functions from which 
they are to be derived are fictitious, the intellectual satisfaction to be 
drawn from such comparison seems to be very small. Is it really neces- 
sary to go quite that far? Is it not permissible to represent an econ- 
omy which is subjected only to very slow and small changes by a 
Walrasian system, modified by the period-of-production idea? 

Lindahl’s theory of a dynamic system, as developed in the later 
parts of the third study, has been superseded in the meantime by the 
more elaborate presentation in Hicks’s Value and Capital. Lindahl 
develops his theory mainly under the assumption of “perfect fore- 
sight,”’ which may be the reason for two doubtful assumptions implied 
by his equation system: namely, (1) that under dynamic conditions 
also (in the “short run”) the principle: average costs equal price, 
and not only marginal costs equal price, has validity, and (2) that 
among the data not only demand functions for consumer goods but 
also demand functions for capital goods can be found, without which 
the number of equations would be smaller than that of unknowns 
(Walras did not introduce such demand functions for capital goods 
even in the general equilibrium theory!). The dynamic system which 
is outlined in the first part of the first study differs from that in the 
third study by using as basic concept the “plans” of entrepreneurs; 
this outline is so closely akin to the line of thought in Hicks’s book 
(to which Lindahl refers several times in footnotes) that it would be of 
interest for the history of economic doctrine to know whether the two 
approaches were worked out independently. 

In the second study, dealing with the influence of interest-rate 
variations on prices, the most remarkable point is the disassociation 
of the argument from the shackles of Wicksell’s unfortunate “natural 
rate” approach. The main defects of the analysis lie in the assumptions 
(1) that changes in the “interest rate” can occur without influencing 
the quantity of capital goods invested and their “prospective real 
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yield”; and (2) that also the current supply of capital goods (like that 
of other assets) is governed by the discounting principle, and not by 
marginal costs and speculation which do not fit well into the pattern 
of the discounting principle; thus the conclusion is drawn that a change 
in the “market rate of interest” always creates a proportional change 
in the market value of the asset. In this respect, as in other respects 
also, the analysis of the process of capital valuation (prospective- 
retrospective valuation) in the first study is incomplete and does not 
develop the theory beyond the results reached by Myrdal and Mar- 
schak. To enumerate briefly the points in which further interpreta- 
tion of the discounting principle is desirable: (1) the relationship of 
the net-income concept, as following from this principle (interest on 
the capital value) to the income concept, applied in economic reality 
by accountants and statisticians; (2) the puzzle of the “market rate of 
interest” as discounting factor, residing in the fact that the demand- 
and-supply functions for bonds, which establish this market rate, pre- 
suppose themselves a valuation process for the bonds, i.e., the very 
market rate of interest; (3) a common defect of the Swedish ex-ante 
approach to the savings-investment controversy: since the attribute 
“expected” refers to a probability schedule of an individual (various 
amounts, e.g., of income, expected with different probabilities at the 
same moment and for the same period), it is necessary to show how 
these schedules can be added up to an aggregate for the community, 
and what significance is attached to the equality (or inequality) of the 
planned investment, on the one hand, and some characteristic of the 
probability schedule of expected savings, on the other hand. 


Hans NEISSER 
University of Pennsylvania 


Central Banking in the British Dominions. By A. F. W. PLumpPTRE. 
Toronto: University of Toronto Press, 1940. Pp. xv+462. $4.00. 


Long before I had read many pages of this volume, I knew that I 
was to learn a great deal. Ever since I wrote my Monetary Problems of 
the British Empire, some ten years ago, I had tried in vain to keep up 
with the innumerable reports, books, and essays related to banking 
and economic fluctuations in the dominions. My task has now been 
considerably lightened by the appearance of this volume which gives 
the reader a reasoned and sensible interpretation not only of Central 
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Banking in the British Dominions, as Professor Plumptre modestly calls 
his book, but of the recent economic history of the dominions. In addi- 
tion, he presents a running commentary on the theories of central 
banking, exchanges, and economic fluctuations wherever a statement 
or amplification of these theories helps throw light on the issues dis- 
cussed. Central Banking in the British Dominions should long be the 
standard volume in this field of inquiry. 

It is impossible in the course of this review to give an adequate pic- 
ture of the range of subjects covered. Of the topics considered, I found 
the discussion of the following especially enlightening: the evolution 
of central banking in the dominions; the place of central banking in 
the economy of the dominions; the efficacy of the central bank weapons; 
their actual contributions to economic well-being in the dominions; 
the applicability of the multiplier analysis to the dominion economy; 
and, finally, the place of exchange fluctuations in an economy that is 
not fully matured. 

Within each of these fields Professor Plumptre contributes to an 
understanding of many problems. We learn, for example, that the re- 
quirements of note issues, the need for centralization of control of gold 
and exchange supplies, and the spread of monetary heresies all con- 
tributed toward the founding of central banks; that the Bank of Eng- 
land, which urged the dominions to insist on liquidity, noncompetitive 
practices, and private ownership for central banks, failed to take ac- 
count of the contrast between conditions in the dominions, on the 
one hand, and in England, on the other; that the success of open- 
market operations depends upon the size of the market for govern- 
ment securities and the rigidity of reserve ratios. The availability of 
an adequate market and rigid reserves for commercial banks explain 
the success of Canadian operations whereas small markets for govern- 
ments and flexible reserves for the member banks explain failures else- 
where. We are also reminded of the activities of the New Zealand 
Central Bank in 1937-39 when extreme pressure was felt on the ex- 
changes: generous help was given and the government contributed 
additional reserves through transfers of deposits from the central bank 
to the member banks. The South African Reserve Bank, through its 
control of sales of gold, usurped control of the exchange market; and 
the Commonwealth Bank attempted to dominate the money market 
through control over the amount and distribution of treasury bills. 

Finally, the author turns his attention to pump priming and ex- 
change flexibility. The first is held to be ineffectual in raising income 
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because the all-important factor, i.e., the volume of exports, is not 
affected; and the second requires special attention because in the do- 
minions the need is for control of exports and the marginal propensity 
to import, which are sensitive to fluctuations in exchange rates. In 
particular it is pointed out that the effects of a rise of exports will 
vary according to the nature of the exports; the multiplier was high in 
Canada in the twenties following a rise of exports of wheat but low in 
the thirties following a rise of exports of gold. In the latter case, for 
example, the effects on investment were not particularly favorable. 

I now turn to a few points of disagreement. In discussing South 
African exchange policies, Professor Plumptre writes as follows: 
“Lucky indeed is the country for whose powerful export there is an 
absolutely elastic demand; for in time of trouble it is in a position to 
gain most if not all of the possible advantages of exchange deprecia- 
tion” (p. 398, italics mine). This is not a happy presentation and may 
be misleading. First it is necessary to distinguish the price of gold 
in South Africa (S.A.) £ from that in English (E.) £. Late in 1932 
South Africa once more tied its currency to E. £. In response to this 
rise in the value of the E. £ the price of gold though unchanged in 
E. £, rose in S.A. £, and irrespective of the rise in the S.A. price, the 
amount purchased in London would rise: more supplies were offered 
on the market. Again, under an absolutely elastic demand, a complete 
cessation of sales should follow a rise of price. Actually a rise of price 
above the price in E. £ would have that effect. Only in this sense is 
Professor Plumptre’s statement valid. Second, even in terms of the 
price in E. £, difficulties remain. A concession in the E. £ price would 
not usually eliminate any of the competing sellers as might be antici- 
pated when the demand is absolutely elastic. Finally, one may even 
object to the assumption that the market is unlimited. Scandinavian 
experiences in the last war and current discussions of American gold 
policies are a reminder (1) that the price of gold in the buying country 
may be changed and (2) that at any given price, limited supplies only 
may be purchased. 

Professor Plumptre’s discussion of exchange flexibility is sober and 
judicious (pp. 382-93). Yet I am led to the conclusion—perhaps by 
my own heresies—that he makes too much of the arguments for sta- 
bility, e.g., the possibility of non-co-operation by the government, the 
interference by speculators, etc. Throughout the volume he gives 
scanty space to modern techniques, e.g., the stabilization fund for the 
control of speculative influences. Furthermore, he allows inadequately 





456 BOOK REVIEWS 


for the gains of exchange flexibility associated with internal expansion 
as against those associated with gains at the expense of one’s neigh- 
bors. 

Several other points leave me unconvinced; e.g., the discussion on 
pages 257-60 that the New York banks may jeopardize control by the 
Bank of Canada. Again, would there be general agreement that the 
job of the central bank is merely to mitigate fluctuations? (p. 345). 
Dr. Plumptre’s position on reserves of central banks is reasonable, and 
yet I would prefer that he go all the way with Mr. Keynes’s views as 
given in the Treatise (pp. 32-35). Finally, he seems at first to be overly 
optimistic on the efficacy of penalty rates (pp. 16-17). In later discus- 
sions, however, he shows (esp. pp. 213-14, 372-73) that he is aware of 
some of the difficulties. 

These criticisms and comments are, however, relatively unimpor- 
tant in relation to the net contributions of this excellent volume. 


S. E. Harris 
Harvard University 


Indagini sulla “Rivoluzione dei prezzi.” By AMINTORE FAN*?ANI. 
Milan: Societa editrice “Vita e pensiero,” 1940. Pp. viii+179. 
L. 18. 

Professor Fanfani’s study begins with a review of the Malestroit- 
Bodin controversy over the causes of the price revolution, without 
adding either new material or new ideas. In fact, Fanfani fails to men- 
tion Professor Luigi Einaudi’s edition of the Paradoxes de Malestroit, 
containing a hitherto unknown document of undoubted importance 
and one of the acutest discussions of the Malestroit-Bodin dispute 
available in any language. Einaudi’s book was published (at Turin) 
three years before Fanfani’s. A long chapter on methodology is largely 
devoted to the easy task of refuting Professor Henri Hauser’s attack 
upon the presentation of averages, graphs, and other statistical 
products instead of mere compilations of crude data in historical price 
studies. On such matters as types of index numbers Fanfani remains 
silent. Like most other price historians, he prefers a calendar year 
rather than a harvest year for a large country or a wide area; and he 
recognizes the necessity of homogeneous quality and fixed market rela- 
tionships as well as the elimination of seasonal variations from incom- 
plete agricultural series. But his charts are distorted by an arithmetic 
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vertical scale; and the volume lacks maps, a list of tables and charts, 
and an index. 

For comparison with the recent studies in Austria,’ England,? 
France,’ Germany,‘ and Spain’ financed by the International Com- 
mittee on Price History, Fanfani presents material on Italian prices 
compiled by himself and others. His admitted grievance: over the 
failure of the Committee to vote him a subsidy for historical price re- 
search in Italy (pp. vii-—viii) upon the basis of his study of prices in 
Milan in the sixteenth and seventeenth centuries (which rested ex- 
clusively upon scattering legal maximum prices of hay, straw, beef, 
fish, and candles, without actual market quotations as controls)* ap- 
parently inspired the claim that his results, together with those of Pro- 
fessor Giuseppe Mira for Como, are “wholly comparable, it seems to 
me, in richness of data with what the above mentioned Committee has 
published for France, Austria, Germany, and England.” Besides inter- 
esting prices of wheat for Sansepolcro in 1500-1631 and Arezzo in 1528- 
1632—small Tuscan cities about forty kilometers apart—Fanfani’s con- 
tribution to historical price statistics is limited to the following five 
commodities for Arezzo in 1537-1632: beans with prices for thirteen 
years, wax for eleven years, walnuts for eight years, flax for eight years, 
barley for six years, and millet for three years! If Fanfani makes full 
use of his work, Parenti’s study of prices at Florence is based upon 
only six commodities, all of which are agricultural; and there is reason 
to suspect (cf. Table I, p. 167) that Dr. Mira’s grain series for Como 
comprise only wheat and rye. It is true that Hauser’s data for France, 
the poorest obtained for any country covered by the Committee, are 
meager and otherwise disappointing; but a comparison of the French 


‘A. F. Pribram, Materialien sur Geschichle der Preise und Lihne in Osterreich 
(Vienna, 1938). 

*Sir William Beveridge, Prices and Wages in England from the Twelfth to the 
Nineteenth Century (London, 1939). 

3 Henri Hauser, Recherches et documents sur l'histoire des prix en France de 1500 
@ 1800 (Paris, 1936). 

4M. J. Elsas, Umriss einer Geschichte der Preise und Lihne in Deutschland 
(Leyden, 1936). 

5 Earl J. Hamilton, Money, Prices, and Wages in Valencia, Aragon, and Navarre, 
1351-1500 (Cambridge, Mass., 1936) and American Treasure and the Price Revolu- 
tion in Spain, 1501-1650 (Cambridge, Mass., 1934). 

*“La Rivoluzione dei prezzi a Milano nel XVI e XVII secolo,” Giornale degli 
economisti (Luglio, 1932), pp. 465-82. 
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data furnished Fanfani by Hauser (Table II, p. 12) shows that even 
they are incomparably richer than any yet presented for Italy. Fan- 
fani lists wage indices for Florence supplied by Parenti but without 
indicating clearly what grades of labor are represented. His own con- 
tribution is limited to the salaries of wet nurses at Sansepolcro (pp. 
149-51) controlled by a few random wages in the building trades paid 
by the same institution! 

To the influx of treasure from the New World, Fanfani ascribes the 
price revolution almost entirely. Although the scanty data on prices 
and wages presented by Fanfani must be used with caution, the ap- 
parent stability of real wages in Italy, a country that made little 
capitalistic advance, affords some confirmation of the reviewer’s 
theory that a notable lag of money wages behind commodity prices 
during the price revolution in countries like England and France was 
an important factor in the rise of modern capitalism.’ 

Unfortunately, Fanfani has done no work with the material now 
available on the price revolution in Europe comparable to Wiebe’s 
Geschichte der Preisrevolution; and the history of prices in Italy still 
lies beneath the dust of the superlatively rich Italian archives. 


Ear J. HAMILTON 
Duke University 


Zur Theorie der Goldwihrung. By Franz Paut SCHNEIDER. Jena: 

Gustav Fischer, 1939. Pp. vii+176. Rm. 7.50. 

To an American reader this book is likely to be a source of pleasur- 
able surprise in one respect and of disappointment in another. He will, 
no doubt, derive satisfaction from the fact that Dr. Schneider’s analysis 
reveals a spirit and a method of approach to economic problems which 
nowadays tend to be associated specifically with the Anglo-American 
tradition. This means that scientific communication between econo- 
mists belonging in different “worlds” is still possible and profitable. 
The disappointment will probably arise from the fact that, as the au- 
thor himself frankly admits in the Preface (p. v), the book is fragmen- 
tary and not especially original. According to his own words, “the au- 
thor had originally intended to deal with the entire theoretical prob- 
lems of the gold-standard and, therefore, basically with the problems 
of exchange rates in general” (p. v). Circumstances beyond his control 

7 “American Treasure and the Rise of Capitalism (1500-1700),” Economica, 
November, 1929, pp. 338-57. 
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forced him to confine himself to analyzing only certain aspects of the 
gold problem. 

The core of the work is a criticism of the classical theory of the 
automatic adjustments of the terms and balances of trade under the 
gold standard. In this discussion there is little which is new. Ap- 
parently his aim is to give a comprehensive review of what he con- 
siders the most significant contributions in this field. His exposition 
includes discussion of the following subjects: ‘““The Concept and the 
Types of the Gold-Standard,” “Exchange-Rates,” “The Determi- 
nants of Exchange-Rates,” “Criticism of the Classical Self-regulating 
Approach,” “The Purchasing Power Parity Theory,” “Index Prob- 
lems,” and, finally, a chapter on the “Future of the Gold-Standard.” 
Most of these discussions, while on a sound and high intellectual plane, 
nevertheless do not advance the arguments beyond what is essentially 
a good textbook level. This fact stands out in spite of Dr. Schneider’s 
tendency to employ, particularly in his introductory chapter on the 
concept of currency, a nomenclature usually associated with the 
Knapp tradition in a certain branch of German monetary literature. 

The important issues and developments concerning the gold stand- 
ard which have occupied the minds of most writers on gold in the past 
few years, unfortunately, are discussed very briefly in a final chapter, 
entitled the “Futu.e of the Gold-Standard.” It reveals a certain 
calmness about the future of gold which contrasts sharply with the 
alarmist, and even defeatist, attitude characterizing certain recent pub- 
lications on the subject in this country (e.g., The Avalanche of Gold, by 
Graham and Whittlesey). Dr. Schneider holds the view that it is 
entirely premature to speak of a “demonetization” of gold and that 
the chances of gold becoming again more clearly a common denomina- 
tor of exchange rates will grow with a future normalization of interna- 
tional economic relations—a matter in regard to which the author seems 
optimistic. He belongs to those who regard radical reforms in the field 
of currencies and exchange rates as not only unlikely but also unwise, 
even if such reforms should be guided by reasonable motives and objec- 
tives (p. 167). This is an interesting point of view as far as it goes. But 
aside from a mere reference to the alleged existence of powerful psycho- 
logical factors surrounding gold—factors which the author believes will 
prohibit the demonetization of this metal—no effort is made to sub- 
stantiate it. In particular there is no analysis of the role played by 
gold in recent years, i.e., of the question whether, or rather to what 
extent, gold can be regarded as having had a bearing on exchange rates 





460 BOOK REVIEWS 


in a world in which the United States stands practically alone as a 
buyer and seller of gold at a fixed price. Although the book appeared 
last year, there is no discussion of such current issues as the functioning 
of equalization funds, exchange controls, or the significance of flexible 


currency prices of gold. 
WALTER EGLE 


Ohio State University 


Monetary Proposals for Social Reform. By MARGARET G. Myers. 
New York: Columbia University Press, 1940. Pp. x+191. $2.25. 


The object of this book is to disclose the fallacies of three famous 
heretics: Gesell, Soddy, and Douglas. It is accomplished in a manner 
to please many economists and most bankers and to provide valuable 
material for debating clubs. It is likely to irritate other economists, 
who will feel that the author’s theoretical equipment is too “‘classical’’ 
to permit a satisfactory examination of remedies for underconsumption. 

From an economic point of view the heresies are examined rigor- 
ously. The three authors have been prolific, and all or practically all 
of their writings are surveyed. Their changes with the passage of time 
and in response to criticism are recorded. Aside from the implication 
that Major Douglas has fascist leanings (p. 146), there is no attempt 
to discover their political philosophy or to explain why their particular 
panaceas have achieved such widespread popularity. The discussion 
of various monetary experiments which have been made in their 
names in Germany, Canada, and the United States is summary and 
unsatisfactory; and the best account' of the experiment to which most 
space is given has apparently not been consulted. 

No economist who was interested in pure theory as such, entirely 
apart from its implications for political and economic policy, would 
ever bother to straighten out the multitudinous muddles of monetary 
heretics. Therefore those who do write about heresies may do so for 
either of two purposes: They may attempt to combat heresy, and the 
policy with which it is associated, by means of more or less popular 
pamphlets in which appeals to logic and emotion are interwined—as 
in the writings of the heretics themselves; alternatively, they may 
(but practically never do) adopt a more inquiring and understanding 
attitude, attempting to produce a work of significance to the student 


* V. F. Coe, ‘‘Dated Stamp Scrip in Alberta,” Canadian Journal of Economics and 
Political Science, 1V, No. 1 (February, 1938); 60-91. 
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of social and political affairs. Despite her scholarship and her vigorous 
but decorous language, Miss Myers belongs in the former group. It 
may be significant that, soon after bringing each heretic into her dock, 
she imputes deliberate intellectual dishonesty to him. 


A. F. W. PLumptTre 
University of Toronto 


Normal and Abnormal International Capital Transfers. By Marco 
Fanno. (“University of Minnesota Studies of Economic Dy- 
namics,” No. 1.) Minneapolis: University of Minnesota Press, 
1939. Pp. xi+120. $2.00. 

The inauguration by the University of Minnesota of its series of 
“Studies in Economic Dynamics” and its choice for the first mono- 
graph of Professor Fanno’s analysis of abnormal capital transfers are 
welcome. Among the welter of real and perplexing problems facing 
solution today and requiring rigorous analysis, that of the accentuated 
demand for international liquidity is particularly pressing, as may be 
seen by watching the gold stock of the United States roll up its billions. 

Unhappily, however, Professor Fanno’s treatment has not kept pace 
with the developments, either in the science or in the realities, since 
the publication of his J Trasferimenti anormali dei capitali e le crisi 
in 1935. In that volume he called attention to the difficulties oc- 
casioned by capital movements of a forced character (such as repara- 
tions) or which were motivated by fear rather than profit, arising from 
the fact that they left the income stream of one country without enter- 
ing that of the other, i.e., without setting in motion the forces that 
would bring about their transference in goods. These abnormal move- 
ments thus required heavy gold movements to the detriment of na- 
tional monetary systems. The present volume hardly goes beyond this 
position, which the passage of time has made obvious, retains for the 
most part the same illustrative material as the earlier version, and re- 
mains unaware of the theoretical contributions of Keynes to monetary 
theory in 1936 or of Viner to international monetary theory in 1937. 
(In this connection it is worth mentioning that some of the most “‘up- 
to-date”’ writers on international economic problems, cf. F. D. Graham 
and C. R. Whittlesey, The Golden Avalanche, still write in terms of 
movements of national prices rather than incomes.) 

Although Normal and Abnormal International Capital Transfers has 
then a somewhat musty flavor in 1940, it is nonetheless valuable to 
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have Professor Fanno’s work available in English for itself and for its 
service at the present time in focusing attention upon a problem which 
will assume increasing importance when and if the economic recon- 
struction of the world be undertaken. 


CHARLES P. KINDLEBERGER 
Basle 


The Federal Income Tax. By Roy G. Biaxey and Giapys C. BLakey. 
New York: Longmans, Green & Co., 1940. Pp. xvii+640. $7.50. 
Of the books about the federal income tax that have heretofore been 

published none has presented that detailed historical background 
which is so important to an understanding of a complicated political 
and economic institution. The gap has now been filled by this excel- 
lent work, which constitutes a definitive history of federal income-tax 
legislation. 

The first twenty chapters are organized chronologically. The Civil 
War income taxes and the income tax act of 1894 are treated in the 
first chapter. The second chapter traces the subsequent income-tax 
movement down through the submission of the sixteenth amendment 
and its ratification in 1913. The following eighteen chapters are de- 
voted to the several revenue and other taxing acts passed during the 
years 1913 through 1939, one chapter being devoted to each important 
measure. 

The treatment in these twenty chapters covers not only what was 
done but the arguments that were urged and the attitudes and points 
of view of the various participants, together with illuminating discus- 
sions of the general economic and political situation as it affected tax 
legislation. The chapters devoted to the different revenue acts usually 
start with a description of developments subsequent to the passage 
of the previous act and the background of events leading up to the 
measure under consideration. The bill is then traced from its incep- 
tion in the proposals, if any, of the president and the Treasury, through 
the Committee on Ways and Means, the House, the Senate Finance 
Committee, the Senate, and the committee of conference. A summary 
of the act usually completes the chapter. 

The next three chapters are organized topically and go beyond 
legislative matters. They discuss, respectively, “Evolution of the 
Definition of Taxable Income,” ‘Rates and Exemptions,” and “Ad- 
ministration.” The chapter on taxable income contains discussions 





BOOK REVIEWS 463 


both of economic theories of income and of the principal court decisions 
relating to income. This is the only chapter in the book in which the 
action of the courts is treated to any considerable extent, although a 
few references to court decisions are made elsewhere. The chapter on 
rates and exemptions compares the rate schedules of different years and 
also compares the American rates with those of Great Britain. The 
chapter on administration presents the evolution of administrative 
practice and other developments in the Bureau of Internal Revenue 
and the Board of Tax Appeals. 

The concluding chapter seeks to evaluate the income tax by apply- 
ing to it the criteria of good taxation. While recognizing the weak- 
nesses of the tax, the authors obviously believe that its merits out- 
weigh its defects. Indeed, they state that the tax is “of the warp and 
woof of industrial civilization, particularly of the variety that has 
developed upon American soil and in American atmosphere.” Un- 
fortunately, the chapter makes little use of the historical material of 
the preceding chapters and gives the impression of being an addendum 
rather than an integral part of the work. 

An appendix of exhibits shows the history of certain specific tax 
provisions, statistical tables, and lists of persons occupying positions 
important to taxation legislation. The convenient use of the book for 
reference purposes is greatly facilitated by an excellent Index, by 
thorough documentation, and by footnotes that frequently give inter- 
esting sidelights. The tables and charts scattered throughout the text 
and the exhibits in the Appendix also give much helpful information. 
The book is well written. Complicated tax provisions are presented 
clearly, and the style is readable and interesting—an achievement in 
this difficult subject. 

A very large amount of able research covering a period of many 
years has entered into the preparation of this work. The research went 
beyond and behind the published records and included numerous inter- 
views with the people who were responsible for the laws. While much 
of the basic material of the book has been published over the years by 
the authors in their series of articles on the several revenue acts, the 
book bears little resemblance to the articles. Not only has the earlier 
language not been used, but the scope of the book goes much beyond 
the earlier material, presenting a broader treatment and a richer 
volume of detail, including a large amount of previously unpublished 
information. 

The authors have made a noteworthy contribution to the literature 
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on taxation—one that will be invaluable to students and policy-makers 
and will serve as starting-point and source of information for future 


studies in the income-tax field. 
Roy BiovucH 


Washington, D.C. 


The Economics of Transportation in America: The Dynamic Forces in 
Development, Organization, Functioning and Regulation. By Kent T. 
Heaty. New York: Ronald Press Co., 1940. Pp. xviiit+-575. $4.00. 
Students of transportation will welcome a new book which deals 

with transportation as a process and develops the subject from a func- 
tional point of view rather than burying the practical problems of the 
various agencies of transport under a mass of material on history and 
law. In general, Professor Healy has done a very good job of setting 
forth the origin and present status of the problems confronting trans- 
portation management and showing the play of economic forces on the 
operation of our transportation facilities. 

The book starts with a short historical introduction. The factors of 
demand for transportation of goods and persons are then considered 
briefly in Part I (chaps. ii and iii). The discussion of demand is the 
link connecting general economics and transportation. 

The next section, Part II (chaps. iv-ix), summarizes the develop- 
ment of the nation’s transportation facilities in as brief a fashion as 
could be expected. 

Part III (chaps. x-xvii) considers ‘“The Functioning of Transporta- 
tion Facilities” and contains the most original features of the work. 
Two chapters deal with the costs of transportation, which are given 
early consideration “because they are underlying determinants of 
price and because they ultimately decide the service which each type 
of facility can offer” (p. 132). The makeup of operating costs of each 
agency is examined in detail, and, in a short concluding section to 
chapter xi, their significance to rate theory and policy is pointed out. 
This short section and a later section on general rate theories (pp. 283- 
86) contain the only deliberate discussion of theory in the text, in sharp 
contrast to the involved discussions found in other texts. 

Rate-making is considered in chapters xii and xiii under the heading 
of “The Pricing of Transportation.”” The emphasis is entirely on rate 
practice, and the discussion is the best description of actual rate- 
making now available in general texts. While most of the discussion 
concerns railroad rates, the other agencies are not neglected. The 
chapters are very well illustrated with maps and diagrams. 
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Finance, management, and labor form the subject matter of chap- 
ters xiv-xvi. The first of these contains the familiar description of 
types of securities and the methods of combination and a pleasingly 
short discussion of government ownership. It is regrettable that the 
author did not analyze in greater detail the general financial policies 
surrounding the question of debt versus ownership as the source of capi- 
tal, and that the financial problems of the other agencies are ignored. 
The chapter on ‘‘“Management” is largely a discussion of railroad organi- 
zation. Labor, at least railway labor, is given adequate treatment in 
chapters xvi and xvii. It is refreshing to find a discussion of labor 
problems not solely confined to the subject of labor legislation. How- 
ever, greater emphasis might have been laid on the significance of 
the pay roll and its relative inflexibility to the railway financial posi- 
tion and outlook. The section on ‘‘Functioning”’ also lacks a discussion 
of transportation service. 

Part IV deals with regulation, under the general headings of ‘“‘De- 
velopment” (chaps. xviii, xix) and “Results” (chaps. xx—xxiv). The 
treatment of development is orthodox, although the material is excep- 
tionally well organized and written in such a way as to produce the 
maximum interest in the legislation and court decisions. Chapters 
xx-xxii, on results of regulation of railroad rates, present a realistic 
survey of the specific effects of regulation on a wide variety of rate 
structures. The author handles the subject without resorting to the 
usual dull array of commission findings. Chapters xxiii and xxiv cover 
other aspects of the results of railway regulation and the regulation of 
the other agencies of transport. 

The volume is replete with facts and gives ample evidence of a great 
deal of careful research. It is unusually readable. It lacks the familiar 
lists of additional readings usually found in general texts, and the 
“Selected List for Supplemental Reading,’”’ Appendix A, is inadequate. 
An interesting feature is the list of railroad histories in Interstate 
Commerce Commission volumes attached as Appendix B. 

Whether the volume fulfils the promise of its title is open to ques- 
tion. It depends on how one defines “economics.” Far more factual 
material is presented than one finds in most general texts, and far 
fewer principles are developed than the reader might expect from the 
title and the Preface. The book will be as useful to management as it 
will be to the student. In the reviewer’s opinion, the practical tone 


of the book is a feature of great merit. 
HERBERT E. DOUGALL 


Northwestern University 
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Public Aids to Transportation. By SECTION OF RESEARCH, FEDERAL 
COORDINATOR OF TRANSPORTATION. Vols. I-IV. Washington: U.S. 
Government Printing Office, 1940. Vol. I: Pp. xiv+171; Vol. II: 
Pp. x+316; Vol. III: Pp. iiit+-330; Vol. IV: Pp. xi+317. $0.60 
per volume. 

In the period after 1920 the supply of transportation facilities in- 
creased much more rapidly than the demand for transportation service, 
and consequently there emerged a large surplus of transportation 
facilities. The incomplete utilization of these facilities, especially 
after depression came, created a serious situation. The railroads, 
whose plight was particularly bad, alleged that the government was 
largely responsible for the surplus of transportation facilities. The 
government had spent billions of dollars in improving waterways, 
building highways, and furnishing air aids; and the users of these trans- 
portation agencies were not required, as railroad-users are, to meet 
the costs. 

It is highly important that the extent to which transportation 
agencies are subsidized be known. It is important not only in order 
that justice may be done as between competing agencies but also that 
there may be evolved a sound transportation system in which each 
agency shall perform the services for which it is best fitted. 

This study, the product of great labor and much thought, and 
thoroughly documented, is an attempt to grapple with the “‘subsidy 
problem.” It was begun by Mr. J. B. Eastman, while Federal Co- 
ordinator of Transportation, and continued by him after this office 
was terminated. Though the study was undertaken on Mr. Eastman’s 
responsibility and has his approval, he gives the credit largely to 
Dr. Charles S. Morgan and his staff of experts. 

The conclusions of the study, in brief, are that public aid (a term 
preferred to subsidy) to water transportation in a recent year approxi- 
mated $128,000,000; to rail transportation, $35,000,000 (consisting 
principally of savings in interest through government loans); to air 
transportation, $21,000,000; to motor transportation, $8,000,000; 
and to pipe-line transportation, a negligible amount. On the basis of 
volume of traffic public aid to railroads is currently much less than aid 
to water and air transportation. 

The striking feature of the study is the finding that motor-vehicle- 
users as a class have paid their way since 1927. In view of the social 
benefits conferred by highways, the position was taken that motor- 
vehicle—users may not fairly be held responsible for all highway costs— 
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a position concurred in by all parties. The question was: what pro- 
portion of highway costs should be borne by motor-vehicle—users? 
The conclusion reached was that during 1933-37 motor-vehicle—users 
should be held responsible for 83 per cent of the annual costs of state 
highways, 34 per cent of the annual costs of county and local roads, 
and 30 per cent of the annual costs of city streets. Representatives of 
the railroads protested this conclusion, pointing out that motor-vehicle- 
users were held responsible for less than half of the actual highway 
costs. 

Though motor-vehicle—users as a class have paid their way since 
1927, some groups have not. In 1932 the groups that paid their way 
included passenger cars, busses (except school busses), taxicabs, and 
most trucks larger than 13 tons. The groups that did not pay their 
way included farm trucks and private and for-hire trucks of 1} tons 
capacity or less. 

It was admitted that these findings rested in part on estimates, 
assumptions, and informed judgment; that the use of different “‘per- 
centages of responsibility” and different bases of assigning costs to 
the various groups of motor-vehicle—users would lead to quite different 
conclusions; and that some of the calculations were of such a nature 
that they must necessarily rest on “informed judgment.” It was also 
pointed out that the findings were for the country as a whole, and it 
might well be that in some of the states there was substantial aid to 
certain classes of motor-vehicle—users. There was need, therefore, for 


further detailed studies. 
E1LioT JONES 
Stanford University 


Seventy Years of Real Estate Subdividing in the Region of Chicago. 
By HELEN Corsin Moncuow. (“Northwestern University Studies 
in the Social Sciences,” No. 3.) Evanston: Northwestern Univer- 
sity, 1939. Pp. viii+-200. $2.25. 

Of the five major real estate and subdivision cycles in the Chicago 
region from 1830 to 1930 Miss Monchow analyzes the last two, or the 
ones reaching their peaks in 1891 and 1926. Her data do not extend 
back quite far enough to show the subdivision cycle which reached its 
high point in 1869. There were also two earlier cycles with peaks in 
1836 and 1856. For the period covered Miss Monchow’s monograph 
is the definitive study not merely of subdividing in Chicago itself but 
of fifteen counties within a fifty-mile radius of Chicago during the 
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period of its rapid expansion. The author presents a thorough analysis 
of the relation to subdivision activity of population, general business 
conditions, land values, manufacturing, and transportation. 

In making a comparison between subdividing activity and the other 
factors, one of the most difficult problems is to determine which comes 
first in point of time. For instance, in seeking to determine the precise 
time sequence between population growth and subdividing activity, 
Miss Monchow compares annuai data for lots subdivided with decen- 
nial population figures, and she concludes (p. 22) that population 
growth does not necessarily precede increased subdivision activity. For 
the city of Chicago it is possible to obtain fairly accurate annual popu- 
lation estimates for the period from 1830 to 1930. If such annual popu- 
lation data be compared with the number of acres subdivided an- 
nually within the present city limits of Chicago, it is found that in all 
the five subdivision cycles a sharp rise in population preceded the 
rapid increase in the volume of subdividing. After the peak in sub- 
dividing was reached in 1836, 1856, 1869-72, 1891, and 1926, there was 
a slackening in the rate of population growth for several years. As Miss 
Monchow points out (p. 29), expectations of population growth may 
promote speculative buying of lots before any actual increase in the 
number of residents has occurred, but some evidence of population 
growth within the metropolitan region is usually necessary to provide 
the foundation for the roseate superstructure of hopes prevailing during 
the subdivision boom. 

In analyzing the relation between subdivision activity and other 
economic factors Miss Monchow is able to secure comparable annual 
data. Thus subdivision activity in the Chicago region is contrasted 
with Carl Snyder’s annual index of production and an index of whole- 
sale prices. Annual land values and building activity for Chicago alone 
are compared with the volume of subdividing. Rents, wages, stock- 
market activity, and changes in bank loans and discounts are likewise 
plotted with the curve of lots subdivided. 

Finally, Miss Monchow presents by charts the comparison between 
the date of the establishment of new manufacturing plants or trans- 
portation lines and the volume of subdividing for ten different cities 
near Chicago. Miss Monchow has thus left no stone unturned in 
showing the statistical relationships between annual business indices 
and annual subdivision activity. She likewise examines the institu- 
tional and legal background of lot subdividing. 

Miss Monchow demonstrates that when subdivision activity, gen- 
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erated by the interplay of the forces she discusses, gains momentum 
until it reaches boom proportions, it does not stop until it has produced 
a surplus of lots far in excess of the requirements of a rapidly growing 
population. The recent slackening in the rate of urban growth leaves 
us with many areas on the fringe of cities that are blighted by pre- 
mature subdivision and that may never be fully absorbed as home 
sites. The need for control of future subdividing is evident, and Miss 
Monchow’s authoritative study is indispensable for legislators contem- 
plating methods of regulation. Apart from its direct practical value in 
providing a basis for control so that the follies of the past may not be 
repeated, Miss Monchow’s study will also stand as one of the best 
statistical records of boom psychology in real estate, and, as such, it 
will afford social scientists an invaluable insight into the economic life 


of the United States from 1871 to 1930. 
Homer Hoyt 


Chicago Plan Commission 


Price Research in the Steel and Petroleum Industries: Prepared for the 
Conference on Price Research. New York: National Bureau of Eco- 
nomic Research, Inc., 1939. Pp. xiii-+-170. $2.00. 

This volume, the third in the series prepared for the Conference 
on Price Research of the National Bureau of Economic Research, 
contains the reports of the committees on the iron and steel industry 
and the petroleum industry." 

The reports of both committees are primarily concerned with the 
definition of the important pricing problems in the respective indus- 
tries and the outlining of projected programs of research in the func- 
tioning of iron and steel and petroleum prices. Neither of the com- 
mittees undertook actual price research except that necessary clearly 
to state a research program. 

Each report contains a short and, on the whole, well-stated summary 
of the operating characteristics of the industry considered and the 
general relation of these characteristics to the type of pricing problems 
arising. Each committee has presented a quite complete survey of the 
major basic sources of available statistical data and research bearing 

* The members of the Committee on Price Research in the Iron and Steel Indus- 
try were: Samuel S. Stratton, chairman; Melvin G. de Chazeau, vice-chairman; 
J. Frederic Dewhurst; F. A. Fetter; and Glenn E. McLaughlin. The members of 


the Committee on Price Research in the Petroleum Industry were: M. W. Watkins, 
chairman; G. W. Stocking, vice-chairman; S. A. Swensrud; and J. D. Gill. 
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directly or indirectly upon price research in the particular industry. 
There is also a careful appraisal of the limitations of these data with 
reference to their use in price research, as well as recommendations to 
governmental and industrial statistical agencies of means of over- 
coming certain current deficiencies in the statistical record. The 
sections in both reports appraising currently available data (published 
prices, production, shipments, consumption, etc.) will have especial 
value for students who are now working, or planning to work, on price 
research in the iron and steel or the petroleum industries. 

The program of investigation outlined by the steel-industry com- 
mittee consists broadly of three parts: 


i) Specification in some detail of a number of research projects which the 
committee believes could be undertaken on the basis of data now avail- 
able 

ii) Detailed outlines of the following important projects, “perhaps not im- 
mediately practicable”: 
a) “The effect of basing point practice upon regional economic develop- 
ment,” and 
b) “The elasticity of demand for iron and steel products” 
iii) A general comprehensive (and thus less specific) outline of price research 
in the industry 


The projects outlined under (i) are for the most part concerned with 
analysis of the part certain technological, institutional, and geographic 
factors play in explaining iron and steel pricing. These factors include 
the basing-point structure; pricing practice with regard to “extras”; 
“reciprocity”; degree of integration in iron and steel production; 
practices with reference to mill stocks; freight-rate structures; cor- 
porate structure in the industry; the continuous rolling mill. Explana- 
tion of the role of these factors in price determination is, of course, 
extremely important if it should be found desirable to effect changes 
in steel pricing. However, since steel-pricing policy is important not 
per se, but for its effects on the use of resources in the steel industry 
and especially in the economy as a whole, it is to be regretted that the 
committee did not emphasize to a greater degree the importance of 
steel prices relative to the demand for the durable goods made from 
steel. 

The section of the report dealing with the measurement of the 
elasticity of demand for steel is in an important respect confusing. 
The committee apparently failed to recognize that at any given time 
there is not one but a whole “family” of price elasticities of demand 
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for any steel product, depending upon the “length of run” of the 
adjustments to price changes, as well as upon the factors considered 
to be in caeteris paribus. Which of these elasticities (measured on 
“partial” demand functions) is important will depend upon the pricing 
question to be answered. Thus the price-elasticity considerations 
important for a study of short-run price inflexibility may have little 
relevance for the discussion of long-run pricing. 

The basic project outlined by the petroleum industry is that of 
examining the “functions prices perform and their effectiveness.” This 
project divides itself naturally under the two heads: (a) prices in 
relation to supply and investment in the industry and (8) prices in 
relation to the demand for principal refined petroleum products. Two 
important supplementary projects are also considered in detail: (1) 
“The Effect of Proration or Concerted Curtailment upon the Cost 
and Price of Crude Petroleum’’ and (2) “Production Costs and Cost- 
Price Relations.” 

Both committees are to be highly commended for raising in their 
research programs questions which too many economists have an- 
swered without consideration of the factual record. 

The National Bureau of Economic Research has maintained its 
high standard of typography and binding in this volume. 

H. G. Lewis 
University of Chicago 


The Economic Recovery of Germany: From 1933 to the Incorporation of 
Austria in March, 1938. By C. W. GuttteBaup. London: Mac- 
millan & Co., Ltd., 1939. Pp. xiv+303. $3.25. 

The motto which Mr. Guillebaud has chosen for his book and which 
is printed opposite its title-page is: “Je ne propose rien, je n’impose rien, 
jexpose.” It is pleasant to report that the author has remained faithful 
to his maxim and has written an informative, objective, and readable 
account of recent National Socialist economic policy. 

The volume opens with an introductory chapter on the period from 
the stabilization of the mark in 1923 to the boom of 1927-29 and the 
ensuing great depression. This is followed by a detailed discussion of 
the first National Socialist “Four Year Plan” (January, 1933— 
September, 1936) devised to solve the German unemployment problem 
and by an equally comprehensive description of the second “Four Year 
Plan” (October, 1936—March, 1938) inaugurated after the success of 
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the first to secure for the Reich a maximum of economic self-sufficiency. 
In the three remaining chapters there is an informative discussion of 
the course of German prices and wages, of the variations in the stand- 
ard of living, and of such special problems as wage policy, state control 
over investment, the money market and the rate of interest, and the 
continued maintenance of full employment. The main conclusions 
reached are that—although rather unorthodox methods were used— 
the unemployment problem was solved; that, even though “it would no 
doubt be possible to find individuals or individual sections of the popu- 
lation whose standard of living has not risen,” on the whole the German 
standard of living “has risen very materially since 1932”; and that 
Germany’s economic well-being before the present conflict was “not 
vitally bound up with rearmament.” 

The author has succeeded, perhaps too well, in being impartial and 
objective. After the perusal of several of Mr. Guillebaud’s descriptions 
of particular phases of National Socialist economic policy one has the 
distinct feeling that a more extensive and thorough critical evaluation 
in the light of the broader social and political issues involved would 
have been desirable. A more extensive and searching critique would 
have made it easier for the reader to place the facts objectively pre- 
sented in the volume in their proper light; as it is, one is wondering, at 
times, whether or not lack of criticism implies agreement by the author 
with the policies and techniques described. Thus, for example, when 
discussing the scope and objectives of Germany’s second Four Year 
Plan (pp. 103 ff.) Mr. Guillebaud enumerates in detail the advantages 
which in the official German view were to be expected from it—eco- 
nomic independence in time of war, greater stability of the domestic 
economy, and, ultimately, a rise in the standard of living—but he fails 
to give the searching and comprehensive critical analysis which the 
German argument certainly invites. Again, when in the last chapter of 
the book the conclusion is reached that Germany’s economic recovery 
is not vitally bound up with rearmament, a somewhat more searching 
discussion of the probable effects of the limitation of public spending 
upon the German economy would have been welcome. Finally, greater 
emphasis might well have been placed throughout the book upon the 
fundamental fact, pointed out by Mr. Guillebaud himself at the end of 
one of his last chapters (chap. vi, p. 232), namely, that “a consideration 
of the ‘basic features’ of the National Socialist economic system shows 
clearly the extent of the gulf that separates it from the relatively free 
economic systems of such countries as Great Britain, France and the 
United States,” and that it is, therefore, “incumbent on those who 
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would draw conclusions from the results on employment and activity of 
Germany’s economic policy to reflect on the institutional environment 
in which these results have been achieved.” 

Despite these critical remarks, however, the fact remains that Mr. 
Guillebaud’s volume is an important one. Taken as a whole it provides 
one of the most complete and impartial accounts of recent German 
economic policy available and, therefore, a welcome addition to the 
libraries of both the lay reader and the professional economist. 

Witiram G. WELK 
United States Tariff Commission 
Washington, D.C. 


Property Taxes: A Symposium Conducted by the Tax Policy League, 
December 27-29, 1930, in Philadelphia, Pennsylvania. New York, 
1940. Pp. vi+288. $2.50. 

This is the fourth, and apparently the best, of the symposiums con- 
ducted by the Tax Policy League. It consists of nineteen separate 
papers, each dealing with one phase of the general subject of property 
taxation. The individual papers are arranged into five parts, namely, 
“Trends in Property Taxation,” ‘‘Classified Property Taxes,”’ “Justifi- 
cation of the Property Tax,” ‘“‘Alternative Bases for Real Estate 
Taxation,” and “Administrative Problems of Property Taxation.” 
The program committee as well as the editorial workers have done a 
good job. The individual papers are surprisingly uniform in quality 
and were obviously prepared with publication in view. There are no 
new subjects, a fact that is easy to understand in view of the age of 
the general subject; but most of the contributors have managed to 
put something new into the contributions. There are papers on the 
rather familiar, but still controversial, phases of tax limitation, home- 
stead exemption, classification, income bases for real estate taxation, 
capitalization and shifting of the property tax, and the collection of 
delinquent taxes. The omission in the absence of a manuscript of a 
contribution presenting the case of the taxation of real estate on an 
income basis is regrettable and illustrates the kind of hazard involved 
in this particular method of producing literature. Special attention 
might well be called to the stimulating paper presented by Professor 
Groves under the title “(Commons’ Theory of Reasonable Value as 
Applied to Taxation.” As usual, the volume contains a well-selected 
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